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FROM THE EDITOR 


Beginning with this volume, AMJ will include a short abstract with all 
research notes it publishes. Our goal in initiating this change is to make 
research notes more accessible to our readers and to abstracting services. We 
have also increased the maximum length of research notes from twelve to 
fifteen double-spaced typewritten pages. Authors submitting papers they 
wish to be considered as a research note should include a 50-word abstract. 
In addition, it is useful when authors explicitly note whether they wish their 
paper to be reviewed as an article or as a research note. In the absence of any 
clear indication, reviewers tend to assume that papers are submitted as ar- 
ticles. 

Also effective with this issue, Louis (Jodie) Fry has stepped down from 
the editorial review board, a position he assumed in June 1986. During his 
time on the board, Jodie has made important contributions to the Journal by 
offering authors comprehensive and insightful comments on their work. 
Jodie's contribution to the Journal has been very much appreciated and we 
wish him well in his new endeavors. 

While most readers will scarcely notice a difference, this issue of AMJ 
marks the first to be produced by Sheridan Press. Although Darby Printing 
and Repro Services of Atlanta have provided many years of faithful service, 
our move to a new printer will allow us to provide authors with more 
effective service at a lower cost. For instance, authors will now receive page 
proofs of their articles instead of galleys. Thus, authors will have a chance to 
review their work exactly as it will appear in the Journal. 

R. T. M. 
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'" MANAGEMENT. BOARD RELATIONSHIPS, 
TAKEOVER RISK, AND THE ADOPTION 
OF GOLDEN PARACHUTES 


HARBIR SINGH 


FARID HARIANTO 
University of Pennsylvania 


This study compared the characteristics of the top management and 
boards of directors in large firms that have adopted golden parachutes 
for CEOs with those of an industry- and size-matched control group. 
The results indicated that firms that have experienced takeover threats 
are more likely to adopt golden parachutes than firms that have not. 
The findings also showed that firms adopting golden parachutes have 
relatively higher diffusion of stock ownership, higher tenure of the CEO 
vis-a-vis that of board members, and a higher proportion of external 
directors on their boards. 


In the current merger wave, there have been two profound, interrelated 
developments in American corporations: the increasingly significant role of 
boards of directors in major acquisitions (Bacon, 1985) and the adoption of 
various takeover defense provisions in most Fortune 500 corporations (Mag. -` 
net, 1984). “Merger mania" has also resulted in the creation of incentive 
packages for incumbent management teams as insurance against the possi- 
bility of takeover. These incentives, termed golden parachutes, involve a 
renegotiation of top-management compensation contracts to include very 
sizable payments to be made in the event of a takeover. Golden parachutes 
have been attacked as being nothing more than "insurance against 
incompetence" (Morrison, 1982). Golden parachutes, however, can also be 
viewed more positively as contingent compensation designed to foster ob- 
jectivity in incumbent management's review of takeover proposals. 

Stockholder activism, spearheaded by coordinated institutional inves- 
tors like the Council of Institutional Investors, has created immense pressure 
on management to abandon various measures, including golden parachutes, 
which some stockholder activists see as a neglect of shareholder interests 
(Nussbaum & Drobrzynski, 1987). Critics of the adoption of golden para- 


We would like to thank Edward Bowman, Steve Kobrin, Hans Pennings, David Thomas, N. 
Venkatraman, and the anonymous reviewers for their comments and Eirene Chen, Craig 
Stevens, and Bina Sassoon for their research assistance. We gratefully acknowledge support for 
this research project from the Reginald H. Jones Center and from the Junior Faculty Research 
Fund at the Wharton School of the University of Pennsylvania. 
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chutes argue that managers should be rewarded for their performance during 
the time they are in control of the assets of a firm and that losing control of 
the firm should not be a basis for compensation, particularly at the levels 
reported for some salient transactions. Prokesch (1986) described the con- 
troversies surrounding the golden parachute payments in several transac- 
tions by Fortune 500 firms, and Sloan (1983) gave a detailed account of the 
Bendix-Marietta transaction. Another line of argument against golden para- 
chute adoption concerns symbolic labels attached to the loss of corporate 
control—critics call golden parachutes rewards for failure. A third criticism 
pertains to distributive justice: why should golden parachutes be made 
available to a very few top executives and not to the many other members of 
management teams? Proponents of this point of view contend that golden 
parachutes reflect the influence chief executive officers (CEOs) have on their 
boards. 

The central issue underlying these concerns is how changes in corporate 
control are perceived. If loss of control by a management team is seen as 
displacement by a better team, a golden parachute payment would induce 
incumbent management to not resist. If, however, incumbent management 
resists a takeover bid but has no effect whatsoever on the outcome, golden 
parachute compensation would be unnecessary payment for loss of control. 
Boards of directors therefore must evaluate a complex set of factors, many of 
which are hypothetical. 

Golden parachute adoption is very significant both theoretically and 
empirically. First, the ratification of contracts containing golden parachute 
proposals is clearly a directorial responsibility. Such ratification represents 
an outcome of board-level decision making that is measurable and unam- 
biguous. In those respects, it differs from other outcome measures that have 
been employed. For example, connecting board characteristics with corpo- 
rate performance as a proxy for board effectiveness involves many measure- 
ment difficulties. Additionally, proxy filings with the Securities and Ex- 
change Commission (SEC) must mention the existence of golden parachutes 
in the compensation contracts of top management, so data are readily avail- 
able. 

It is reasonable to expect that board members as well as management 
will view the evaluation of a takeover bid as central to their responsibilities. 
In a survey by the Conference Board on the role of directors in major acqui- 
sitions, Bacon found that directors perceive that “their role ... is perhaps 
never so clear to all parties concerned as it is in the case of a major acqui- 
sition or merger proposal” (1985: 3}. On the basis of observation of several 
boards and experience as a board member, Gaddis (1987) noted that boards 
assess takeover bids in terms of both their economic justification for share- 
holders and their implications for their managers. The potential for massive 
directorial liability has also forced boards to evaluate takeover bids seri- 
ously. A final and most significant point is that in deciding about golden 
parachute addption, boards and managements are dealing with a hypothet- 
ical and uncertain threat. A takeover may or may not happen, and conse- 
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quently, a management team may or may not get their contingent compen- 
sation. The exact size of golden parachute payment is also open to question, 
and the uncertainty about the probability of a takeover attempt complicates 
judgments about amounts of payment. Golden parachute adoption therefore 
provides an interesting area for both theoretical and empirical inquiry. 

Prior research on the characteristics of boards adopting golden para- 
chutes by Cochran, Wood, and Jones (1985) has suggested that they have 
more outsiders than those that do not accept golden parachutes. That study 
was based on a sample of 406 firms in the Fortune 500 of which 52 had 
adopted golden parachutes as of December 1982. However, information 
about prior takeover attempts, managerial incentives, and ownership struc- 
ture can augment that interesting finding to deepen understanding about the 
context in which golden parachutes are adopted. Another empirical study 
on the stock market’s reaction to golden parachute adoption (Lambert & 
Larcker, 1985) found that the effect of such an announcement was positive 
and statistically significant. Given these results, we concluded that stock- 
holders perceive golden parachutes as in their interest because managers 
may view takeover attempts more objectively if they. have a golden parachute 
contract. From this perspective, golden parachutes are contingent compen- 
sation contracts for top managers that help align their interests with those of 
their stockholders, who stand to make sizable gains in the event that the firm 
is acquired (for a review of evidence on gains to the stockholders of acquired 
firms, see Jensen and Ruback, 1983). 

This study examined the ownership structure of firms adopting golden 
parachutes, the context, in terms of prior takeover attempts, in which golden 
parachutes are adopted, and the characteristics of CEO-board relationships 
in such firms. An underlying premise of this investigation was that the 
adoption of golden parachutes may reflect the influence of a firm’s CEO on 
its board of directors, but that such influence depends on the occurrence of 
a takeover threat. This study extended prior work to include such factors as 
other compensation of top management, ownership structure, board compo- 
sition, and operational indicators of takeover threats. 


THEORETICAL CONSIDERATIONS 
Perspectives on Board-Management Relationships 


There has been considerable work in both economics and the behavioral 
sciences on the relationship between managerial compensation and behav- 
ior. Two perspectives, agency theory and managerialism, are especially rel- 
evant to studying the adoption of golden parachutes. In comparing the 
agency perspective on the development of managerial incentive contracts 
with the managerialist perspective, we focused on apparent differences in 
assumptions concerning the nature of organizational decision-making pro- 
cesses, the locuses of corporate control, and the role of boards and their 
relationships with top management. Table 1 summarizes, in a stylized fash- : 
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TABLE 1 
Theoretical Perspectives on Board-Management Relationships ° 
Key Factors Agency Theory Managerialism 
Conceptualization of Nexus of contracts Arena of influences, 
organizations possibly dominated by 
management 
Presumed objective of firms To maximize stockholder To survive and balance 
wealth stakeholders’ interests 
Locus of control Markets for managerial Managerial discretion 


labor, outside directors’ 
reputations, and corporate 


control 
Conceptualization of Opportunistic, unless Self-perpetuating 
managerial behavior monitored effectively 
Role of boards of directors Monitoring entity to protect Considerably influenced by 
shareholder interests incumbent management 


ion, the differences between the agency and managerialist perspectives on 
those five key factors. 

Agency theorists (Jensen & Meckling, 1976) have proposed that the re- 
lationship between managers and stockholders can be understood in prin- 
cipal-agent terms: managers are the agents in control of assets owned col- 
lectively by stockholders and receive compensation for their performance in 
managing the assets of a firm. The firm’s board of directors is viewed as an 
entity charged with monitoring the managers’ performance to ensure that 
they achieve their fiduciary duties of maximizing shareholder wealth. Since 
the typical takeover significantly benefits shareholders, the adoption of a 
contingent compensation contract for top managers would help to match 
their interests with those of shareholders and reduce conflict of interests of 
an unanticipated takeover bid occurs. 

According to the agency perspective, a firm is "a set of contracts among 
factors of production, with each factor motivated by its self-interest” (Fama, 
1980: 289; Jensen & Meckling, 1976). If a firm is a nexus of contracts, all 
contracting parties involved (the various production factors) will want rep- 
resentation on a board to protect their interests. However, other market- 
induced institutions — unions, for example—can also be used to influence 
management, so each factor may not have a representative on a board. 
Baysinger and Butler (1985) suggested that a board of directors is one of 
many elements of corporate governance structure, including corporate law, 
product and capital market competition, the managerial labor market, and 
the market for corporate control. They further maintained that if the market 
for corporate control and the managerial labor market function effectively, it 
will be difficult to isolate the role of a board in monitoring management 
decision making. Fama (1980) has argued that the essence of a board is that 
it provides a low-cost mechanism for monitoring top managers. It provides 
corftinuous and cost-effective monitoring, in contrast to the discrete change 
of management that may occur through a takeover. 
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In view of the possible differences in the overall objectives of managers 
(agents) and stockholders (principals), an agency theorist would view the 
adoption of golden parachutes as a solution to the problem of how to ap- 
proximate the optimal alignment of the interests of the two through com- 
pensation to top management. Maximization of the market value of a firm's 
assets is in the best interests of both managers and stockholders. Recent 
analytical research on contracts has shown that no contract can completely 
compensate for the stochastic nature of the managerial task environment 
(Holmstrom, 1982). Accordingly, incentive compensation to top manage- 
ment, including golden parachutes, may serve to improve the alignment of 
top management's objectives with those of a firm's stockholders. 

Proponents of a managerialist perspective on the relationship between 
boards and top management argue that board decisions are outcomes of an 
influence process managed by CEOs. If CEOs have substantial sway over 
board-level decision making, boards would tend to rule in favor of the CEOs 
on issues involving trade-offs between the latters' interests or the interests of 
top management and those of stockholders. Proponents of this perspective 
view the ratification of golden parachute contracts as a manifestation of 
broader organizational influence processes that include decisions on top- 
management incentive compensation. 

The basic premise of this perspective is that managers have a high level 
of discretion in effecting organizational change but that external monitoring 
mechanisms are limited in their effectiveness (Hirsch & Friedman, 1986). 
Advancing the notion of managerial influence on organizational outcomes, 
Perrow asserted that "organizations are tools in the hands of masters... and 
the masters are in substantial command in most organizations" (Perrow, 
1986: 177). Managerialists view organizations as seeking control of their 
environments and reduction of their dependence on critical resources 
through mechanisms like interlocking directorates (Pennings, 1980; Pfeffer, 
1972) and co-optation (Pfeffer & Salancik, 1978; Selznick, 1949; Thompson, 
1967). Typical mechanisms used to co-opt external directors include the 
provision of lucrative contracts, consulting assignments, and the like. Au- 
thors in this line of research view stockholders as only a subset of the major 
constituencies whose demands management teams need to satisfy. Simi- 
larly, Freeman (1983) developed a stakeholder view of firms. Stakeholders 
include external constituencies like the customers, unions, and societal 
groups affected by a firm and, in some cases, government regulators, as well 
as internal constituents like employees. The role of management is to bal- 
ance the interests of the various stakeholders, including stockholders. 

The extent of CEOs' influence on their boards is a matter of degree, and 
various proponents of the managerial perspective differ as to the weight they 
assign to management influence on boards. In the strong version of this 
perspective, boards are referred to as tools of management (Mace, 1971). For 
instance, researchers have argued that boards of directors are often merely 
titular representatives of stockholders—or, at times, other stakeholders — 
and that corporate officers and CEOs can strongly influence them to obtain 
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decisions that may not be in the best interests of their stockholders (Herman, 
1981; Mace, 1971). More moderate proponents of managerialism view the 
direction of influence in board-management relationships as reciprocal. Al- 
though CEOs often control the nomination of new board members and thus 
influence on-going board-management relationships, boards still hold ulti- 
mate, bottom-line, control over management and can appoint and replace 
CEOs (Alderfer, 1986; Mizruchi, 1983). The power of boards becomes ap- 
parent especially when a company is in crisis, for instance, when its per- 
formance is poor or when it becomes a target of acquisition. 

In this context, the adoption of golden parachute contracts that are tied 
to the critical event of being taken over involves a contest of influence 
between a firm's board of directors and its incumbent management. Man- 
agement is viewed as exerting an on-going influence on the board, especially 
on matters involving management's own interests. On the other side, the 
board becomes increasingly critical in evaluating proposals related to acqui- 
sition and will exercise its own power in such matters. 

In noncrisis situations, the influence of boards also stems from their 
various functions: establishing contacts and raising funds, providing man- 
agement teams with expertise and advice, and co-opting external influences. 
In his survey of 855 corporations, Bacon (1973) found that 41 percent of all 
outside directors were lawyers, bankers, investment experts, or consultants. 
It thus appears that one of the primary roles of outside directors is to provide 
advice and expertise to the firm that recruits them. The managerial perspec- 
tive on CEO-board relationship allows for the existence of varying degrees of 
CEO influence on boards but does not presume, as the agency perspective 
does, that boards are neutral monitors of managerial decision making. 

The adoption of golden parachutes is best studied by applying each 
perspective in its area of major emphasis. As we discuss each independent 
variable, we refer to its theoretical antecedents in the two perspectives. 


The Incidence of Takeover Threats 


The important implication of an agency perspective for golden para- 
chute adoption is that if there is, ex ante, a measurable and significant 
probability of takeover, managers may demand some contingent compensa- 
tion for this (from their viewpoint) undesirable event. The argument from an 
agency perspective is that such contingent compensation will diminish the 
conflict between top management's personal interests and stockholders' in- 
terests. Indeed, from this perspective, if a contract is optimally devised, it 
may motivate management to not resist a legitimate attempt by another, 
better-equipped management team to obtain control of the firm involved. 
This perspective implies that the role of a board in examining a management 


1 In reality, however, a contingent contract would at best approximate the optimal contract. 
Arrbw (1985) ootd that contracts in reality seldom contain the level of formality and precision 
ascribed to them in theory. 
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proposal to adopt golden parachutes would be primarily analytical: directors 
would examine the odds of a takeover’s occurring and calibrate the magni- 
tude of contingent compensation necessary to motivate incumbent manage- 
ment to view a takeover attempt from the perspective of the firm’s stock- 
holders. In this study, however, we were concerned primarily with the like- 
lihood of golden parachute adoption and not with the size of the 
compensation involved. Drawing on agency theory, we developed our first 
hypothesis: 

Hypothesis 1: Boards of firms that have experienced a 

prior takeover attempt will have a greater likelihood of 

adopting a golden parachute contract than boards that 

have not. 


The Roles and Characteristics of Boards 


From an agency perspective, boards of directors "always possess the 
power to hire, fire, and compensate the top-level decision managers and to 
ratify and monitor important decisons" (Fama & Jensen, 1983: 310). The 
efficacy of boards is viewed as depending on their ability to function as 
experts, which includes their ability to use information from internal and 
external sources. Fama and Jensen hypothesized that desires to develop 
reputations as experts in decision control and to be objective representatives 
of stockholder interests motivate outside board members. Board member- 
ships are regarded as a signal of expertise in monitoring managerial perfor- 
mance. 

Research from the managerialist perspective complements this view by 
pointing to board size, composition, and CEO tenure vis-à-vis board member 
tenure as indicators of the possible influence CEOs exert on proceedings in 
board meetings. We address the managerialist perspective in more detail in 
the following discussion on board size and board composition. 

Board size. The size of a board reflects the complexity of the organiza- 
tion it serves. It is fair to expect that all board members will carry with them 
the interests of the constituency that they represent. As a board grows, so 
does the spectrum of interests it represents. In a study of board composition 
in hospitals, Pfeffer (1973) showed that board size correlated very well with 
a hospital's budget and with the proportion of funds obtained from private 
donations. He further indicated that the larger the board, the greater the 
importance of influence on stakeholder groups as a criterion for gaining 
board membership. 

We therefore expected that in firms with large boards, top managers 
would have greater difficulty influencing all board members to agree and 
make decisions, including a decision to implement golden parachutes, than 
they would in firms with small boards. In the absence of other research, the 
applicability of findings about hospitals to other settings needs empirical 
support, and providing such support was a goal we could address through 
this study. e . 

Hypothesis 2: The larger the size of the board of a firm, 
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the lower the likelihood that the board will adopt golden 
parachutes. . 

Board composition. Agency theorists presume that outside directors are 
objective and independent, especially in evaluating issues closely related to 
the fate of internal managers. Boards are seen as arbiters and as final courts 
in disputes that arise among internal managers and between a management 
team and stockholders (Fama, 1980; Fama & Jensen, 1983). From an agency 
perspective, in evaluating top-management incentives, including golden 
parachutes, outside directors will resist attempts by inside directors to in- 
fluence board decisions. 

Agency theorists do not make any explicit arguments about the propor- 
tion of outsiders on a board that will ensure neutrality; instead, the objec- 
tivity of outside directors is linked to their expertise and governed by their 
external reputations. Legal scholars and corporate reformers, on the other 
hand, have argued that to become an effective governing body, a board 
should have a majority of outside members (e.g., Eisenberg, 1975; Nussbaum 
& Dobrzynski, 1987). Similarly, viewing board decision making as an influ- 
ence process, managerialists evaluate the relative potency of outside and 
inside directors on the basis of the proportion of outside directors. The 
managerialist perspective shares the agency assumption of the objectivity of 
outside directors. Mizruchi (1983), for example, argued that a board's ability 
to retain bottom-line control, or to oust or retain CEOs, is conditional upon 
the independence of outside directors. 

The effect of board composition on the adoption of golden parachutes is 
twofold. In the presence of takeover threats, a board will assess the possi- 
bility and impact of such threats. If the board views golden parachute con- 
tracts as a way to align the interests of management with those of stockhold- 
ers and has confidence in the incumbent management, it would be highly 
likely to adopt the golden parachute contract. Where takeover threats are 
apparent, both inside and outside directors will arrive at the same conclu- 
sion, to adopt golden parachutes, although they may have very different 
motives: the insiders may be concerned primarily with their (management's) 
self-interest, and the outsiders would think in terms of interest alignment. In 
other words, in the presence of takeover threats, board composition will 
have no effect on the likelihood of golden parachute adoption. 

In the absence of takeover threats, top management would still see it as 
in their interest to adopt a golden parachute contract proposal and will 
pursue that goal through internal directors. Consequently, the proportion of 
outside and inside directors on a board will be a key determining factor in 
the decision to accept such a proposal. Therefore, from a managerialist per- 
spective, 

Hypothesis 3: In the absence of a takeover threat, the 
higher the proportion of outside directors on a board, the 
more difficult it is for top management to influence it, and 
. thus the lower the likelihood that a board will adopt 
'golden parachutes. In the presence of a takeover threat, 
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board composition will have no differential effect on the 
adoption of golden parachutes. 


CEO Influence and Relative Tenure 


The tenure of incumbent officers, both company executives and outside 
directors, is an indicator of organizational influence. Long tenure on a board 
leads to a high level of familiarity with an organization’s resources and with 
its methods of operation, technology, and culture. Great familiarity with an 
organization can in itself be a source of personal power (French & Raven, 
1959; Zald, 1969). Thus, we expected that length of tenure would also reflect 
the extent of organizational influence that officers hold. 

Previous research has argued that the length of organizational partici- 
pants’ service fosters the development of "cohorts," groups that show soli- 
darity, make mutual choices, and engage in competition or rivalry (Pfeffer, 
1982: 286—287). Cohorts consequently reflect degrees of influence and the 
power distribution within an organization. Longer-tenured members of an 
organization can influence it through socialization processes. In an exten- 
sive clinical study on board-level decision making, Alderfer (1986) found 
that board members with long tenure shared a common understanding about 
their function as a special group as well as about the ways their companies 
operated. New board members, on the other hand, needed to learn about 
organizational practices before they could function properly. Often, new 
board members had to wait a year before making significant contributions. 
Similarly, Aldefer found that CEOs were likely to have more influence with 
boards later in their careers. Early in their careers, for example, CEOs had 
little influence in shaping their boards' memberships. Later on, they tended 
to appoint outside directors of their choice to their boards. In addition, 
Alderfer noted that as tenure increased, so did the chances that a CEO would 
experience high turnover among board members. Thus, CEO tenure vis-à-vis 
board members' tenures appeared to be a good proxy for CEO influence. 
Taking a managerialist view, we hypothesized: 

Hypothesis 4: The longer the tenure of a top executive 
compared to that of outside directors, the greater the like- 
lihood that a board will adopt golden parachutes. 


Ownership Structure 


The extent of top management's stock ownership reflects the degree of 
congruence between the interests of stockholders and those of top manage- 
ment. From an agency perspective, a high level of stock owned by top man- 
agement will help align managerial and stockholder objectives, reducing the 
need for special compensation in the event of takeover, because gains in 
stock value are possible if a takeover bid is made for the firm. Knoebler 
(1986) also made this argument. Therefore, 

Hypothesis 5: The higher the extent of management stock 
ownership, the lower the likelihood that a board: will . 
adopt golden parachutes. 
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A parallel argument is that stock not owned by management constrains 
management's ability to influence a board (Herman, 1981; Zald, 1969). The- 
concentration of stock in the hands of a few outsiders gives them significant 
voting power that limits management influence on matters requiring board- 
level decisions. Furthermore, the implicit influence large stockholders exert 
on matters of top-executive compensation and executive control would be- 
come operational, decreasing the likelihood of the adoption of golden para- 
chutes. Salancik and Pfeffer (1980) made an analogous argument in a study 
éxamining CEO succession in manager-controlled, owner-controlled, and 
outsider-controlled firms. This argument implies a high potential level of 
managerial discretion (Hambrick & Finkelstein, 1987) in firms with dis- 
persed stock ownership. Therefore, consistent with a managerialist view, 

Hypothesis 6: The higher the concentration of stock own- 
ership in nonmanagement hands, the lower the likelihood 
that a board will adopt golden parachutes. 


RESEARCH DESIGN 
Data Collection 


This research was based on data from 84 large public corporations from 
the Fortune 500 that had, according to proxy statements filed with the SEC, 
adopted golden parachutes as of December 1985. Since the focus of the 
research was the attributes of CEOs and boards in firms that had adopted 
golden parachutes, it was necessary to develop a control group of firms that 
had not done so. Following Larcker's (1983) study of the association between 
adoption of a performance plan and capital investment, we constructed a 
control group of firms that were (1) without golden parachutes for top ex- 
ecutives, (2) in the same industry as the firms adopting golden parachutes (in 
the same two-digit Standard Industrial Classification group), and (3) of com- 
parable size. We attempted to match each firm in our reference group to two 
control firms for those criteria and for fiscal year. The matching process 
resulted in an overall usable set of 213 firms, 79 of which had adopted 
golden parachutes and 134 of which had not. Out of the 79 golden parachute 
firms, 8 of them had adopted the pertinent contract before 1980; 23 had done 
so in 1981; 38 in 1982; and 10, in 1983. Table 2, which profiles the two 
groups, shows that they did not differ statistically in the year before the 
reference firms adopted golden parachutes in terms of their assets, sales, net 
incomes, returns on equity, R&D expenditures, and advertising expendi- 
tures. 

Data were collected from proxy statements on the size of firms' boards; 
their composition in terms of ratios of inside to outside directors; the own- 
ership structure of the firms' stock, or the percentages owned by manage- 


* A year-by-year comparison of the six variables in Table 2 for the last five years before 
adoption resulted: in similar conclusions. 


1988 Singh and Harianto 17 


TABLE 2 
Profiles of the Firms Studied" 
Firms Adopting 
Golden Parachutes? Other Firms 
Variables Means s.d. N Means s.d. F t 
ROE 11.93 9.45 120 14.01 10.15 1.15 1.38 
Income 104.91 182.55 121 98.37 178.85 1.04 —0.24 
Sales 2,277.37 2,927.66 122 1,677.26 2,515.17 1.35 —1.48 
Assets 1,800.48 2,234.45 122 1,483.93 2,429.55 1.18 —0.85 
R&D expenditures 1.62 2.00 106 1.34 2.38 1.42 —0.82 
Advertising expenditures 1.35 2.48 117 1.17 2.27 1.20 —0.51 


* Data are for the year before golden parachute adoption or for the corresponding period for 
other firms. 

The number of observations, N, indicates the number of firms for which data were available 
in the COMPUSTAT tapes. The loss of data is primarily due to the acquisition of certain firms, 
which were excluded from the COMPUSTAT database as of 1988. 

N = 87. 
* None of the differences were significant. 


ment and by investors with more than 5 percent; and CEO compensation 
(salaries and bonuses). We also recorded takeover attempts that had oc- 
curred up to one year before the adoption of a golden parachute contract, 
using two sources, 13D filings with the SEC and summarized articles from 
the Wall Street Journal Index. Using Standard and Poor’s COMPUSTAT 
tapes, we collected data on return on equity and firms’ sales and assets, 


Measurements 


The probability of adoption of a proposal to provide top management 
with golden parachutes, the dependent variable of our general model, was 
studied to obtain insights into the characteristics of management-board re- 
lationships in situations in which firms provide such contingent compen- 
sation. We coded the adoption variable binarily, with 1 for adoption and 0 
for no adoption. 

We measured takeover threat conservatively as actual transfer of own- 
ership of more than 5 percent of the total stock of a firm to a potential 
acquirer and the filing of 13D statements with the SEC at least a year before 
acceptance of a golden parachute proposal. Since the SEC requires 13D 
filings to indicate the intent of any investor who has acquired more than 5 
percent of a company’s stock, the content of such filings is a clear measure 
of takeover threat. The variable was coded 1 if a company had experienced 
a takeover threat and 0 otherwise. We measured board characteristics in 
terms of board size and the percentage of outside directors. CEO influence 
was the ratio of a CEO’s tenure to the average tenure of a firm’s outside 
directors. The percentage of stock owned by a top management team wa’ 
obtained from the proxy statement in the section discussing stock ownership 
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of officers and directors. The sum of all blocks of stock ownership greater 
than 5 percent measured the concentration of stock in nonmanagement 
hands. 


Model Specification 


The following model was specified for our study: Probability of adopt- 
ing golden parachutes = f (takeover threat, board size, proportion of outside 
directors, CEO relative tenure, proportion of stocks owned by management 
team, cumulative blocks of shares owned by major nonmanagement share- 
holders, error term). 

One of our interests was to see if the determinants of golden parachute 
adoption differed between firms that had had and successfully countered a 
prior takeover attempt and those that had not experienced such a threat. In 
the absence of clear takeover threats, how does a board function? Do takeover 
threats enhance or diminish management’s influence on a board? To answer 
these questions, we conducted additional analyses by excluding firms that 
did not experience takeover threats. 

In our analyses, we used a logistic function representing the general 
model, defined as log[P/(1 — DU = Zb or P = exp(Xb,X,V[1 + 
exp(2b;X;)], where P is the probability of adopting golden parachutes, X;'s 
are covariates consisting of board characteristics, CEO influence, ownership 
structure, and takeover threats, and b,’s are slope coefficients (estimated 
parameters). We considered this function superior to other alternatives with 
. similar characteristics (Aldrich & Nelson, 1984). Logistic regression is par- 
ticularly useful in binary choice models, in which explicit hypotheses about 
the signs of individual independent variables can be tested. We included 
cash compensation for outside directors as a control variable. 


RESULTS 


Tables 3 and 4 report the results of this research. Table 3 presents in- 
tercorrelations, means, and standard deviations. Table 4 presents the results 
of regression equations with the logistic transformation of the likelihood of 
adoption of golden parachutes as the dependent variable. Model 1 is the 
result of the equation for all firms studied, and model 2 represents an anal- 


TABLE 3 
Means, Standard Deviations, and Pearson Correlation Coefficients* 
Variables Means s.d. 1 2 3 4 5 
1. Takeover attempts 
2. Size of board 11.78 3.48 —,03 
3. External directors 0.66 0.15 10 .05 
4. CEO relative tenure 3.36 2.09 06 21 —.07 
5. Management-owned stock B.82 13.311  Á—.06  —.14 —.25 01 
6» Nonmanagement-owned stock 16.62 19.33 .07 .06 —.00 | —.03  .08 


*Forr = .29, p < .05; for r = .38, pe DI. 
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TABLE 4 
Results of Logistic Regression Analysis* 
Firms with 
All Firms No Takeover Attempts 
Variables Model 1 Model 2 
Nonmanagement-owned stock —0.03** —0.03** 
(2.59) (2.88) ` 
Takeover attempts 0.68* 
(2.49) 
Board size —0.02 —0.02 
(0.48) (0.35) 
External directors 2.05t 2.73* 
(1.69) (2.07) 
Pay to outside directors —0.02 0.03 
(0.90) (1.18) 
CEO tenure 0.09 0.17t 
(1.01) (1.81) 
Management-owned stock —0.03t —0.04* 
(1.81) (2.01) 
Constant —0.97 —2.31 
(0.82) (1.63) 
Log-likelihood —109.3 —101.8 
Chi-square 218.9*** 199.5*** 
R 0.50 0.49 


^ Numbers in brackets are t-statistics. 
P See Aldrich and Nelson (1984: 57) for the method of computation. For logistic regression, 
R? should be interpreted with caution as there is debate about appropriate ways of calculating 
the percentage of variance explained. We provide this statistic in addition to the log-likelihood 
and chi-square, which are the appropriate statistics for logistic regression, to help readers get an 
intuitive estimate of goodness of fit. 
tp <.10 
*p<.05 
**p«.01 
*** p < .001 


ysis of the same sets of variables for firms that had not experienced an 
explicit takeover threat. 

In model 1, significant positive predictors of the adoption of golden 
parachutes are shares owned by groups other than management, a prior 
takeover attempt, and the percentage of external directors; the percentage of 
stock owned by management had a significant negative relationship with 
adoptions. The overall model has high goodness of fit, as indicated by the 
value of chi-square. 

Prior takeover attempt and shares owned by nonmanagement are highly 
significant and in the hypothesized direction. Board size is in the expected 
direction but is not significant, suggesting that size does not strongly indi- 
cate the degree to which top management finds difficulty in influencing 
their board, as we hypothesized. One possible explanation is that the relå- 
tionship between board size and CEO influence is nonlinear. CEOs may 
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easily exert their influence on small boards but find it difficult to influence 
large ones. However, when boards are beyond a certain size, small groups, or 
dominant coalitions, may tend to dominate them. As CEOs can be assumed 
to play significant roles in such coalitions, their potential influence is high.? 
An alternative interpretation of this result is that board size is just not a 
significant determinant of board decisions. Other internal dynamics, such as 
group processes and interactions between insiders and outsiders (Alderfer, 
1986), may be important, but we did not measure those dynamics in this 
study. 

Contrary to our hypothesis but consistent with the findings of Cochran, 
Wood, and Jones (1985), firms that adopted golden parachutes had higher 
percentages of outside directors on their boards than firms that did not adopt 
golden parachutes. The results also show, however, that stock ownership by 
the management team has a significant negative relationship with golden 
parachute adoption, indicating that the ownership of stock could be a sub- 
stitute for the takeover-contingent compensation that CEOs might otherwise 
negotiate into their contracts. 

For the subset of firms excluding the 21 that had takeover attempts prior 
to the adoption of golden parachutes, the results indicate that all significant 
predictors of golden parachute adoption for the full set have a stronger effect. 
The purpose of performing this analysis is to control for the differential 
effect of a prior takeover attempt on decision making at the board level and 
then to examine whether the independent variables significantly distin- 
guished between golden parachute adopters and non-adopters. The percent- 
ages of stock owned by management and by outsiders are significant nega- 
tive predictors, and the proportion of outside directors is a significant pos- 
itive predictor. CEO tenure relative to outside director tenure is also a 
significant positive predictor of golden parachute adoption. The results are 
also significant at a higher level, with some improvement in the goodness of 
fit and overall significance over model 1. Model 2 suggests that in firms that 
did not face an explicit takeover threat, a low concentration of stock own- 
ership, low levels of managerial stock ownership, high CEO tenure, and a 
high percentage of outside directors provide a context conducive to golden 
parachute adoption. 

Comparing the results obtained for all firms and for the unthreatened 
firms, we note similar results with different degrees of significance. The only 
variable that obtains significance in model 2 but not in model 1 is CEO 
tenure vis-à-vis outside board members’ tenure. We argued that in the ab- 
sence of takeover threats, CEO influence would prevail as a predictor of 
golden parachute adoption, and the significance of CEO tenure in model 2 
supports that proposition. Results do not, however, support the proposition 
that insider-dominated boards will tend to adopt golden parachutes, even for 
the firms with no takeover threats. 


3 We thank one of the reviewers for this interpretation. 
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Taken together, these results suggest that the interaction among the 
variables examined is complex. CEOs with high relative tenure who run 
corporations with diffused ownership tend to get golden parachutes, and a 
trade-off occurs, whereby managers with low stock ownership get compen- 
sation contingent on the event of takeover. The latter aligns top manage- 
ment’s interests with those of their stockholders, who on the average stand 
to gain significantly from a takeover attempt. 

The results show that boards with many outsiders tend to adopt golden 
parachutes. Since CEO tenure vis-a-vis that of outside directors is high in 
firms adopting golden parachutes, it seems that board composition alone 
does not fully capture the degree of a CEO's influence over a board. An 
alternative explanation for the significance of tenure is that it reflects orga- 
nization-specific investment by CEOs, which boards recognize as a basis for 
compensation. Since this study did not focus on golden parachutes as re- 
flecting organization-specific human-capital investment (Williamson, 1985), 
we did not have multiple surrogates for this variable. Furthermore, the pat- 
tern of relationships in these results suggests a need to consider ownership 
structure, particularly the concentration of stock outside the hands of man- 
agement, as an important variable determining golden parachute adoption 
and perhaps other significant board-level decisions. In both the models, 
relative diffusion of stock ownership is a strong predictor of golden para- 
chute adoption. 


IMPLICATIONS 


The adoption of golden parachutes has been the focus of much debate 
about whether managers should be compensated after a change in the con- 
trol of a firm. There have been speculations that managers have influenced 
their boards into adopting these controversial compensation proposals and 
calls for reform in the composition of boards of directors. The findings of this 
research suggest that golden parachute adoption has occurred more often in 
firms with many outside directors, suggesting that concern with adding out- 
siders to corporate boards is misplaced. Activists seeking to add outsiders 
have presumed that the latter are objective and independent; our finding can 
be interpreted as refuting the basis of this activism. Other attributes of out- 
side directors, such as professional relationships with the CEOs of the com- 
panies they direct, involvement in other contractual arrangements with the 
companies, or representation of institutional investors, rather than simple 
characteristics like size and inside-outside status, may shape board- 
management relationships. 

The role of prior takeover attempts as a significant explanatory variable 
in golden parachute adoption provides additional insight. Since we defined 
takeover attempts conservatively, requiring a potential acquirer to own at 
least 5 percent of a firm’s stock a year before golden parachute adoption, this 
result is a strong one. An objectively measurable takeover threat tends not 
only to enhance a management’s need to adopt golden parachutes but also to 
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provide an opportunity for management, regardless of tenure, to successfully 
negotiate such agreements. 

The results suggest that in firms that have not faced an explicit takeover 
threat, an environment conducive to golden parachute adoption is one in 
which stock ownership is relatively diffused and the CEO has high tenure 
vis-a-vis that of board members. The diffusion of stock ownership was one of 
the main reasons for the increasing influence of managerialism (Berle & 
Means, 1934), because as stockholdings are diffused, the likelihood of coor- 
dinated action by stockholders declines. One possible area of stockholder 
activism is the threat of lawsuits, which requires some solidarity among 
shareholders. Furthermore, consistent with Alderfer's (1986) findings, CEO 
tenure vis-a-vis members’ tenure appears to be an indicator of CEO influ- 
ence. Whenever the two conditions, high diffusion of stock ownership and 
high CEO tenure, prevail, CEOs are likely to significantly influence board- 
management relationships. The presence of the two conditions indicates a 
high level of managerial discretion. 

The results indicate that managerialist interpretations of manager-board 
relationships are appropriate in explaining golden parachute adoption in 
firms with diffused ownership structures and suggest that the theoretical 
linkage between board composition and board independence should be re- 
examined. A more complex interaction between ownership structure, rela- 
tive tenure, and other proxies for the governance structure of publicly held 
corporations than has been previously tested would appear to be more useful 
in explaining the outcome of board-level interactions. 

From an agency theory perspective, the results are consistent with Hy- 
potheses 1 and 5, which state golden parachute adoption as a contingent 
compensation problem. A golden parachute can be viewed as a mechanism 
to align managerial interests with those of stockholders. The significant and 
positive coefficient for prior takeover attempts confirms a contingent- 
compensation perspective on golden parachutes. The results also suggest 
that a trade-off in interest alignment mechanisms occurs, whereby managers 
with relatively low levels of stock ownership seek compensation contingent 
on the event of takeover. However, the significance of board composition 
and the relative tenures of CEOs and outside directors suggest that those 
proxies for influence mechanisms can enrich the agency perspective on 
corporate governance. 

The adoption of golden parachutes was chosen as the focus of this 
research in order to examine the interplay between boards and top manage- 
ment in making a type of decision that falls squarely within the purview of 
boards: decisions regarding top executive compensation in the face of a 
potential change in control. Seemingly controversial decisions to adopt 
golden parachutes appear to be outcomes of CEO tenure, board characteris- 
tics, ownership structure, and a history of prior takeover attempts. In par- 
ticular, the results of this study point to ownership structure and CEO tenure 
as factors that materially affect board-level decisions. Although this study 
provides some insights into golden parachute adoption, more research is 
required to examine the merit of interpreting golden parachute contracts as 
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reflecting top management’s organization-specific investment and their em- 
ployment opportunities. Further research is also needed to document the 
consequences of golden parachutes: do they change the behavior of top 
managers facing takeover bids? Do golden parachutes deter or enhance take- 
over attempts? The findings of this study suggest the need to research the 
relationships between management, boards of directors, and ownership 
structure, especially those that exist when control of a firm is threatened. 
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This study developed and tested a model that attempts to describe the 
influence of ownership structure on productivity differences between 
firms. We theorized that diversification, investment in R&D, capital 
intensity, and ownership structure all determine firm productivity. 
Ownership structure was proposed to affect productivity both directly 
and indirectly through the mediators of diversification strategy, R&D 
expenditure, and capital intensity. Results based on data from a cross- 
sectional set of 122 Fortune 500 firms suggested that ownership affects 
a firm’s posture toward diversification and investment in R&D. Those 
factors and capital intensity in turn explain differences in productivity 
between firms. 


Ever since Berle and Means (1932) published their seminal thesis on the 
divorce of ownership and control, there has been a vigorous debate on the 
importance that the distribution of stock ownership has for firms. Some 
authors, following Berle and Means, have argued that the distribution of 
ownership has important implications for the efficiency and strategic devel- 
opment of firms (Galbraith, 1967; Marris, 1964; Pfeffer & Salancik, 1978; 
Williamson, 1964). Others have argued that the distribution of ownership is 
irrelevant (Demsetz, 1983; Demsetz & Lehn, 1985; Fama, 1983; Jensen & 
Meckling, 1976). Research on this issue has yielded conflicting results (Cub- 
bin & Leech, 1983). In part, the reason appears to be the problems with data 
that face researchers attempting to construct meaningful measures of the 
distribution of stock ownership (Cubbin & Leech, 1983). 

Drawing on uniquely rich data on stock ownership published one time 
only by Corporate Data Exchange, the current study addressed the question, 
how does ownership structure affect the. efficiency and strategic develop- 
ment of a firm? Our position is similar to that taken by Salancik and Pfeffer: 
"Ownership represents a source of power that can be used either to support 
or oppose management, depending on how it is concentrated and used. In 
general, the more concentrated ownership is the more potent potential sup- 


Thanks are due to Mike Moch, John Wagner, and two anonymous referees for their helpful 
comments on an earlier draft of this article. Thanks also to C. N. Athanasopoulos of the Delphi 
Research Center for allowing us to use his corporate productivity data. 
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port or opposition” (Salancik & Pfeffer, 1980: 655). We theorized that owners 
seek to maximize their return on investment. Maximization of the efficiency 
of a firm is the best way tó achieve this. Owners will support strategies 
perceived as maximizing efficiency and oppose strategies perceived as hav- 
ing a detrimental effect on efficiency. The strategies that we focused on are 
diversification and investment in R&D. 

Unlike prior studies (e.g., Demsetz & Lehn, 1985; Holl, 1975; Lawriw- 
sky, 1984; Monsen, Chiu, & Cooley, 1968), we measured efficiency by pro- 
ductivity rather than profitability, in part because there are grounds for 
believing the former to be a less ambiguous measure of efficiency than the 
latter. Beyond this, arguments that the need for productivity improvement 
may be one of the most pressing problems facing the United States economy 
motivated our choice (Hayes & Abernathy, 1980; Hill, Hitt, & Hoskisson, 
1988; Thurrow, 1985). By focusing on the role of ownership structure and 
strategy as determinants of productivity, this research may help identify 
strategies that improve productivity. 


THEORETICAL FRAMEWORK 


Figure 1 illustrates our model. Each line represents a research hypoth- 
esis. The concentration of stockholdings, our measure of ownership struc- 
ture, is shown as influencing productivity both directly and indirectly, 
through the mediators of diversification strategy, management stockhold- 
ings, R&D expenditures, and capital intensity. 


Underlying Assumptions 


Two assumptions underlie Figure 1; the first is that the interests of 
managers and stockholders diverge. This assumption is grounded in the 
literature on managerial discretion, in which authors have theorized that 
stockholders are wealth maximizers but that managers maximize a utility 
function that has remuneration, power, security, and status as its central 
elements (Galbraith, 1967; Marris, 1964; Williamson, 1964). Satisfying stock- 
holders' interests requires the maximization of efficiency, but satisfying 
management interests requires the maximization of firm size and diversity 
(Aoki, 1984). Moreover, according to this literature, a trade-off exists be- 
tween maximizing firm size and diversity and maximizing efficiency. Past 
some point, the greater the investment in size and diversity, the lower the 
investment in efficiency. Thus, firms acting in the interests of their owners 
should be characterized by greater efficiency than firms acting to maximize 
management utility. 

The model's second assumption is that the efficiency of the capital 
market as a disciplinary device varies systematically across firms depending 
on level of stock concentration. This view conflicts with agency theory, 
according to which stock concentration is irrelevant (Demsetz, 1983; Dem- 
setz & Lehn, 1985; Fama, 1983; Jensen & Meckling, 1976) and the market is 
universally efficient. By proposing that stock concentration matters, we are 
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taking a position opposed to the notion of universal market efficiency. Our 
theory is closely aligned with the work of Berle and Means (1932). Thus, at 
one level of abstraction, the research model set out in Figure 1 is a test of 
agency theory. If agency theory is correct, we should fail to observe any 
relationships between stock concentration and the other variables shown in 
the figure. If the efficiency of the market varies between firms in a systematic 
way, depending on the level of their stock concentration, we would expect 
to find support for at least some of the relationships sketched out in Fig- 
ure 1. 


Why Stock Concentration Matters 


The efficiency of the stock market depends on two factors. The first is 
the quality of the information at its disposal (Fama, 1970). If information 
asymmetries exist between managers and stockholders, stockholders may 
lack the data necessary to pass judgment on the desirability of certain strat- 
egies. They may be unable to know when management is acting in their" 
' interests. This inability gives managers leeway to pursue strategies that are 
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not in stockholders’ best interests (Williamson, 1975). Second, the efficiency 
of the stock market also depends on the ability of stockholders to remove 
managers that fail to maximize stockholder wealth by waging proxy battles 
or engineering takeover bids (Manne, 1965). Both those abilities are a func- 
tion of stock concentration. 

When stockholdings are concentrated, it is relatively easy for individual 
stockholders to coordinate action and demand information from manage- 
ment, thereby overcoming information asymmetries (Berle & Means, 1932). 
Stockholders commanding significant blocks of shares can use their voting 
power, the threat to vote, or the threat to sell to demand an accounting from 
management and influence management decisions (Aoki, 1984; Leech, 1987; 
Salancik & Pfeffer, 1980). Recognizing the ability of powerful stockholders to 
wage a proxy battle or precipitate a takeover through sale of their stock, 
managers are likely to take such threats seriously. Thus, when stockhold- 
ings are concentrated, information asymmetries are low, the ability of stock- 
holders to remove a management team is high, and managers are likely to 
feel constrained to pursue strategies that are in stockholders’ interests. 

In contrast, when stockholdings are diffused, it is difficult for individual 
stockholders to coordinate action and demand an accounting from manage- 
ment (Aoki, 1984; Berle & Means, 1932; Leech, 1987; Salancik & Pfeffer, 
1980). Thus, significant information asymmetries are likely to exist, giving 
managers leeway to pursue strategies inconsistent with stockholder interests 
(Marris, 1964; Williamson, 1975). Moreover, even if individual stockholders 
should conclude that management is not acting in their interests, they may 
lack the resources to wage a proxy battle or the ability to engineer a takeover. 
Of course, even when stockholdings are diffused, if enough stockholders 
disagree with management policies and sell out, a stock price will fall, mak- 
ing the firm a takeover target. However, the existence of information asym- 
metries makes such collective agreement likely only in extreme cases 
(Williamson, 1975).? 


Management Stockholdings 


Even when stockholdings are diffused, stock-based compensation 
schemes may serve to align the interests of managers and stockholders (Dem- 
setz, 1983; Lewellen, Loderer, & Rosenfeld, 1985). Put simply, when man- 
agers are themselves significant stockholders, they are more likely to make 
- decisions consistent with maximizing stockholder wealth, since that will 
maximize their own income and wealth. We concur, but theorize that the 


1 The costs of waging a proxy battle, estimated to average $1.7 million (Cowan, 1988), are 
só high that in reality, only coalitions of powerful stockholders can afford such a battle. 

2 Agency theorists might counter that when stockholdings are diffused, a firm's board of 
directors acts as the guardian of stockholder interests (Fama & Jensen, 1983). However, this 
argument ignores evidence suggesting that top management both selects and dominates boards 
(Mace, 1971; Pfeffer, 1972). Thus, when stockholdings are diffused, there are grounds for be- 
lieving that a board will act as a poor guardian of stockholder interests. 
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introduction of stock-based compensation schemes is precipitated by pow- 
erful stockholders seeking to align management and stockholder interests. 
Stockholders, perceiving stock-based compensation schemes to be in their 
interest, will actively promote their adoption. Other things being equal, the 
more powerful the stockholders, the greater their ability to achieve this end. 
Given a choice, managers may prefer not to receive compensation in the form 
of stockholdings, since the cyclicality of market prices introduces an unde- 
sirable volatility into their own income streams. 

Hypothesis 1: There will be a positive relationship be- 

tween stock concentration and a firm's level of manage- 

ment stockholdings. 

Other incentive compensation schemes, not linked to stock, may also 
serve to align the interests of management and stockholders, but consider- 
ation of such schemes was beyond the scope of the current study. We main- 
tain that our focus on management stockholdings is justified. If a firm's stock 
price reflects its future value, as theory suggests, linking management com- 
pensation to stock prices ensures that management actions are in the long- 
run interests of stockholders. In contrast, other incentive schemes, such as 
those based on annual profit bonuses, may have the disadvantage of focusing 
managers' attention on short-run performance. 


Ownership Structure, Diversification, and Productivity 


Previous researchers have theorized that extensive diversificetion into 
unrelated businesses is the best way for managers to maximize the size of a 
firm, which enables them to satisfy desires for high remuneration, power, 
security, and status (Marris, 1964; Mueller, 1969, 1977). Unrelated diversi- 
fication also enables managers to diversify their own employment risk, thus 
maximizing job security (Amihud & Lev, 1981). Theory suggests that when 
pursuing unrelated diversification, managers trade efficiency for an increase 
in firm size and a decrease in operating risks (Marris, 1964). There is em- 
pirical support for this proposition. Unrelated diversification has been as- 
sociated with lower economic return (Christensen & Montgomery, 1981; 
Rumelt, 1974, 1982), and lower risk (Amit & Livnat, 1988; Bettis & Mahajan, 
1985) than related diversification. 

In contrast, as stockholders can diversify their own portfolios more 
quickly and at a lower cost than a firm can, they have little to gain from the 
risk-reducing aspects of extensive unrelated diversification (Levy & Sarnet, 
1970). Stockholders may disapprove of unrelated diversification, as it ab- 
sorbs resources that might otherwise be devoted to investments in maximiz- 
ing productive efficiency, such as investment in R&D, or in pursuing strat- 
egies consistent with maximizing stockholder wealth, such as related diver- 
sification or stock buy-backs. In addition, Hayes and Abernathy (1980) 
- argued that a preoccupation with extensive diversification diverts attention 
from the painstaking work necessary to maximize productivity in a firm's 
primary industry. Similarly, Hill and colleagues (1988) argued that extensive 
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diversification fosters a short-run orientation within a firm that inhibits 
investment in R&D. 
iin sum, these arguments suggest that stockholders will disapprove of 

unrelated diversification. In addition, when managers are themselves signif- 
icant stockholders, they will avoid unrelated diversification, since pursuit of 
that strategy is inconsistent with the maximization of their own income and 
wealth. Thus, 

Hypothesis 2: There will be a negative relationship be- 

tween stock concentration and unrelated diversification. 


Hypothesis 3: There will be a negative relationship be- 
tween the extent of management stockholdings and unre- 
lated diversification. 


Hypothesis 4: There will be a negative relationship be- 
tween unrelated diversification and firm productivity. 


Hypothesis 5: There will be a negative relationship be- 
tween unrelated diversification and investment in R&D. 

These arguments do not appy to related diversification. The literature 
on strategy suggests that related diversification is associated with superior 
economic performance (Bettis, 1981; Christensen & Montgomery, 1981; 
Rumelt, 1974, 1982) arising from skill transfers and from resource sharing 
that enables economies of scope (Porter, 1987; Teece, 1980). So long as a firm 
adopts the appropriate structure and control systems, skill transfers and 
resource sharing will lead to the more efficient utilization of resources, in- 
creasing firm productivity (Hill & Hoskisson, 1987). Thus, related diversifi- 
cation may be in stockholders’ best interests. Prior arguments, however, 
suggest that managers prefer unrelated diversification because it reduces risk 
better than does related diversification. 

Hypothesis 6: There will be a positive relationship be- 
tween stock concentration and related diversification. 


Hypothesis 7: There will be a positive relationship be- 
tween the extent of management stockholdings and re- 
lated diversification. 


Hypothesis 8: There will be a positive relationship be- 
tween related diversification and firm productivity. 


Ownership Structure, R&D Expenditure, and Productivity 


Prior research suggests that R&D expenditure affects productivity 
through its impact on product and process innovations (Griliches, 1986; 
Mansfield, Schwartz, & Wagner, 1980; Nelson, 1981; Scherer, 1984). Thus, 
we expected to observe a positive relationship between R&D intensity and 
productivity. In addition, as new process innovations tend to result in a 
substitution of capital for labor (Scherer, 1984), we also expected to observe 
a positive relationship between R&D intensity and capital intensity. Thus, 
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Hypothesis 9: There will be a positive relationship be- 
tween R&D intensity and productivity. 


Hypothesis 10: There will be a positive relationship be- 
tween R&D intensity and capital intensity. 

Investment in R&D is a high risk—high return strategy (Mansfield, 1969). 
The high return comes from the high profits that successful innovations 
typically generate. The high risk comes from the high failure rate of inno- 
vations— previous research estimated that 80—88 percent of innovations fail 
to generate an adequate long-term return on investment (Mansfield, 1969). 
Significant investment in R&D may be in the best interests of stockholders, 
who benefit from the high return on successful innovations and can atten- 
uate the impact of failure by diversifying their own portfolios. It is less 
attractive to risk-averse managers, who have to bear the consequences of 
failure. Thus, unless they are themselves significant stockholders, managers 
might favor the low R&D intensity consistent with the lower risks and re- 
turns of an imitation strategy, and stockholders might favor the high R&D 
intensity of an innovation strategy.? Given resource constraints, managers 
prefer to invest less in R&D, since they seek merely to imitate the innovations 
of others, and to invest more in strategies that are in their interests, such as 
unrelated diversification (as suggested in Hypothesis 5). Thus, 

Hypothesis 11: There will be a positive relationship be- 
tween stock concentration and R&D intensity. 


Hypothesis 12: There will be a positive relationship be- 
tween the extent of management stockholdings and R&D 
intensity. 

These hypotheses may initially seem contrary to a view expressed in 
previous research (Graves, 1988; Hill et al., 1988). Those authors have sug- 
gested that stock-shuttling by investors in response to quarterly earnings 
statements produces a volatile market for a firm’s stock, increases the risk of 
raiders’ mounting a hostile takeover bid, and consequently forces managers 
to focus on short-run profits and cut investments aimed at maintaining com- 
petitiveness, including investments in R&D. 

On closer examination, this view supports Hypotheses 11 and 12. Short- 
term stock-shuttling is not a practical option when stockholdings are con- 
centrated, with individual stockholders owning large blocks of shares in a . 
firm. The loss taken on selling large blocks of shares is too high for stock- 
holders to contemplate such an action merely in response to quarterly earn- 
ings statements (Aoki, 1984; Leech, 1987). Major stockholders are more 
likely to take a long-term view of a firm's strategy and use voice and the 
threat of exit to encourage investments in long-term efficiency, including 
R&D. Alternatively, when stockholdings are diffused, the costs of exit to 


3 On this point, Mansfleld and colleagues (1980) found that, on the average, imitators could 
duplicate patented innovations for about 65 percent of the innovators’ R&D costs, although the 
returns to imitation were lower than the returns to innovation. 
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individual stockholders are less pronounced. Thus, stock-shuttling becomes 
an option, and management may be forced to focus on short-run profits and 
cut investments in R&D aimed at maintaining long-run efficiency. 


Ownership Structure, Capital Intensity, and Productivity 


Capital intensity refers to a firm’s ratio of capital to labor. Prior work, 
particularly research based on the Profit Impact of Market Strategy (PIMS) 
data base, has suggested that, after industry effects have been controlled for, 
the more capital available for each unit of labor, the greater the productivity 
of that labor and of the employing firm (Buzzell & Gale, 1987; Freeman & 
Medoff, 1979; Gale, 1980). 

Ownership structure may affect capital intensity through management 
preferences for investing resources in excess staff. Investments in excess 
staff are consistent with maximizing a managerial utility function that con- 
tains power, security, and status as its key elements (Williamson, 1964). 
Managers may derive status and power from controlling a large staff. They 
tend to invest resources in staff over and above the level required for the 
efficient operation of a firm or over what would be judged to be an optimal 
level of organizational slack (Bourgeois, 1981). Such discretionary invest- 
ment is not in stockholders’ interests, since it has little to do with efficiency. 
The implication is that when management dominates, a firm is more labor- 
intensive than capital-intensive, and productivity is lower than when stock- 
holders dominate, except, of course, when managers are themselves signif- 
icant stockholders. Thus, 

Hypothesis 13: There will be a positive relationship be- 
tween stock concentration and capital intensity. 


Hypothesis 14: There will be a positive relationship be- 
tween the extent of management stockholdings and cap- 
ital intensity. 


Hypothesis 15: Capital intensity will be positively related 
to productivity. 


Ownership Structure, X-Efficiency, and Productivity 


Leibenstein (1966, 1979) cited evidence suggesting that otherwise iden- 
tical firms can have different levels of productivity. He referred to the gap 
between a firm’s actual productivity and the level that could be achieved 
without any change in the investment structure of a firm as X-inefficiency. 
A firm is said to be X-efficient when its level of X-inefficiency is zero. 

According to Leibenstein, the degree of X-inefficiency in a firm depends 
on the motivation of both managers and workers. Leibenstein theorized that 
if allowed to, individuals are likely to choose a working position that is not 
*the most productive for a firm but that maximizes their own utility. That is, 
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they have a tendency to shirk or free ride (Alchain & Demsetz, 1972).* 
Leibenstein argued that the ability of individuals to shirk or free ride de- 
pends in part on the pressure that external stakeholders place on a firm to 
maximize efficiency.? In this context, a firm's stockholders are among its 
most important external stakeholders. It follows that the greater the concen- 
tration of stockholdings, the more likely it is that stockholders will be able 
to pressure employees to choose a working position that is the most produc- 
tive for a firm. Powerful stockholders should be able to limit shirking by 
management and workers. In addition, when managers are themselves sig- 
nificant stockholders, they have an added incentive not to shirk. Thus, 

Hypothesis 16: There will be a positive relationship be- 

‘tween stock concentration and productivity. 


Hypothesis 17: There will be a positive relationship be- 
tween management stockholdings and productivity. 


METHODS 


Our hypotheses suggest that ownership structure affects productivity 
directly through the effects of powerful stockholders on the internal effi- 
ciency (or X-efficiency) of a firm. They also suggest that ownership structure 
affects productivity indirectly through the impact of stockholder preferences 
on diversification strategy, R&D expenditure, and capital intensity. When 
both direct and indirect effects are postulated within the framework of a 
causal model, the model is referred to as a partial mediation model, and path 
analysis is the appropriate analytical strategy (James & Brett, 1984). 


Dependent Variable and Data 


A commonly used measure of productivity is value added per employee 
(Buzzell & Gale, 1987; Gale, 1980; Guth, 1984). Value added is derived from 
summing employment costs, capital costs (depreciation provision and inter- 
est payments), and pretax income (Guth, 1984). In this study, value added — 
(pretax income + capital costs + employment costs)/number of employees. 
Value added per employee constitutes a more accurate measure of efficiency 
than the profit ratios used in prior ownership studies. The numerator of most 
profit ratios is based on pretax income remaining after capital costs. This 
figure is sensitive to the choice of a depreciation policy, which depends on 
bookkeeping convention and can materially affect the value of pretax in- 
come, thereby inflating or deflating a firm's profit ratio (Hay & Morris, 1979). 


* This does not mean that they will always free ride or shirk, but it implies that the potential 
is there. 

5 ft also depends on the intensity of product-market competition and on the tightness of the 
labor market for the services of managers and workers. Both those factors are largely industry- 
specific. By controlling for industry differences in productivity (see the Methods section), we 
factored out those effects. E 
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By adding back capital costs and employment costs, value added presents a 
measure of the value created by a firm that is relatively uncorrupted by 
choice of accounting convention. Differences in accounting conventions can 
also confound the denominator of a profit ratio. In inflationary periods, a 
firm’s estimate of assets or net worth may be artificially deflated if it relies 
on historic estimates. In turn, that deflation can artificially inflate profit 
ratios. Because neither inflation nor any accounting convention affects the 
numbers employed, value added per employee provides a less ambiguous 
measure of efficiency than profit ratios. 

Most companies do not routinely report employment costs on their 10K 
forms, making computation of value added difficult. Anthanasopoulos 
(1981) found that fewer than one quarter of Fortune 500 companies reported 
employment costs between 1978 and 1980. In a study aimed at establishing 
the value added per employee of the Fortune 500, Anthanasopoulos polled 
those companies, requesting details of their employment costs. Using this 
data, he was able to identify the value added per employee of 216 of the 
Fortune 500 firms for 1978—80. We used Athanasopoulos's estimates for 
1980 as the basis for the dependent variable in this study. 

If a measure of productivity is to be meaningful, industry differences: 
must be controlled for. To achieve this, Athanasopoulos grouped the firms in 
his study into industries according to Fortune's criterion, membership in a 
two-digit Standard Industrial Classification (SIC). Each firm was classified 
into its most important industry on the basis of 1980 revenues. He calculated 
the mean productivity for each industry and expressed each firm's produc- 
tivity as an index number, with a score of 100 as the mean. For example, if 
a firm's value added per employee was 50 percent of the average for its 
primary industry, its index score was 50. We used this productivity index in 
this study. By factoring out industry differences, Athanasopoulos also fac- 
tored out the impact of industry concentration, growth, and profitability on 
productivity. 

The limitation of this approach is that it only approximately controls for 
the effects of industry specific factors for firms that have substantial activi- 
ties based outside their primary industry. However, according to the 
COMPUSTAT data base, the firms in our study generated an average 80.3 
percent of their revenues in their primary two-digit industry. Overall, 72 
percent of the firms generated 70 percent or more of their sales in their 
primary industry, and only 10.6 percent generated less than 50 percent in 
their primary industry. These figures suggest that for the group as a whole, 
the problem was not serious, although for some firms control industry only 
represented an approximation. However, in the absence of a detailed indus- 
try-by-industry breakdown of productivity, such an approximation is the 
best that can be achieved. It is also consistent with the current practice in 
research (e.g., Fiegenbaum & Thomas, 1988). 

Availability of information on the dependent variable, value added per 
employee, limited the potential set of firms for study to members of the 
Fortune 500. To get reliable estimates of industry means, we selected firms 
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from industries that had at least ten members whose level of productivity 
could be identified. The industries selected and the number of firms in each 
were chemicals, 15; electrical equipment, 11; food, 21; industrial and farm 
equipment, 17; metal manufacturers, 18; paper and wood products, 19; and 
petroleum refining, 21. In total, the study included 122 firms. 

To determine how representative of the Fortune 500 the 122 firms were, 
we calculated the 1980 return on equity (ROE) for both the 378 Fortune 500 
firms not included and the 122 firms studied. Although there was a small 
difference between the mean ROEs of the two groups— 15.28 percent for the 
122 firms against 14.68 percent for the remainder—the difference was not 
significant (t — .34), suggesting that our group was adequately representa- 
tive. 


Ownership Structure 


One weakness of prior studies on ownership structure is that they have 
used a single dichotomous variable, contrasting owner control and manage- 
ment control, defined on the basis of some arbitrary statistical criterion for 
size of controlling stockholding (Gomez-Mejia, Tosi, & Hinkin, 1987; Holl, 
1975; Lawriwsky, 1984; Monsen et al., 1968). Some studies have defined a 
controlling stockholding as 5 percent, some as 10 percent, and some as 15 
percent. Such a simplistic variable tells us nothing about the size distribu- 
tion of stockholdings (Cubbin & Leech, 1983). The use of such a variable 
reflects the lack of public data on stockholdings. 

To construct a measure of stock concentration that captured the distri- 
bution of the sizes of stockholdings, this study drew on unusually rich data 
assembled one time only by Corporate Data Exchange. The data are on the 
Fortune 500 in 1980. This data set details the percentage of common voting 
stock held in blocks of 0.2 percent and more. Using this data, we computed 
the logarithmic transformation of a Herfindahl measure? of stock concentra- 
tion, In X Li , where S, is the share of the ith stockholder and n is the number 
of stockholders with holdings of 0.2 percent or greater. The measure is iden- 
tical to that used by Demsetz and Lehn (1985), the only prior study that has 
drawn on this data base. 

Data on management stockholdings are publicly available. Management 
stockholdings were measured by the natural logarithm of the percentage of 
common voting stock held by management in 1980. We collected data on 
management stockholdings from the 1980 Computer Directions Advisors 
publication Spectrum 6: Insider Holdings. 


D Developed initially for use in studies of industry concentration, the Herfindahl measure 
takes into account both the number of stockholders in a firm and the differences in the size of 
their holdings. The value of the index will increase when there are few stockholders and/or 
greater degrees of inequality in the size of holdings. For details of the properties of this measure ` 
see Hay and Morris (1979), especially chapter 3. 
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Diversification 


Our argument is that the more extensive and unrelated the diversifica- 
tion strategy of a firm, the lower its productivity. Following the product 
count method used in the industrial organization literature, we measured 
the extent of unrelated diversification by the number of two-digit SIC indus- 
tries outside its primary two-digit industry that a firm was active in during 
1980. Related diversification was measured by the number of four-digit SIC 
industries within its main two-digit industry that a firm was active in during 
1980. Data were collected from Dun and Bradstreet’s Reference Book of 
Corporate Management. 

These measures capture the extent of a firm’s diversity both outside and 
within its primary industry. Although not all of a firm’s diversification out- 
side its primary two-digit industry is necessarily unrelated to its core skills, 
we submit that the greater the extent of a firm’s involvement in activities 
outside its primary two-digit industry, the more likely it is that some are 
unrelated to the firm’s core skills. Similarly, we submit that diversification 
within a firm’s primary two-digit industry tends to have the most potential 
to allow a firm to realize economic benefits from resource sharing or skill 
transfers and is thus most likely to be associated with superior productivity. 

SIC-based measures have two advantages over the categorical measures 
devised by Rumelt (1974) and found in much of the strategy literature. First, 
they allow for the computation of continuous measures of diversification 
that more accurately reflect differences in the extent of diversification be- 
tween firms. Second, SIC measures avoid the subjectivity associated with 
classifying firms on the basis of Rumelt’s categories (Montgomery, 1982). 

The drawback is that SIC-based measures lose some of the richness of 
Rumelt's categories. Although this is a limitation, it may not be a serious one. 
Montgomery (1982) presented evidence that suggests a high degree of con- 
vergence between SIC measures and Rumelt's (1974) categories. To check for 
convergence, we classified the firms in our data set into Rumelt's five main 
diversification categories: single, dominant, related-constrained, related- 
linked, and unrelated. We then performed an ANOVA to determine whether 
the SIC measures varied in a meaningful way across categories. The results, 
presented in Table 1, suggest that the SIC measures capture the essential 
differences between diversification categories. For example, while related- 
constrained businesses were based in 3.05 two-digit industries on the aver- 
age, unrelated firms were based in 9.08 two-digit industries. Related- 
constrained firms were also involved in more four-digit industries within 
their primary two-digit industry than any other category. This pattern is 
consistent with the idea that related-constrained firms diversify into areas 
close to their core businesses. 


Capital Intensity 


Capital intensity was measured by the ratio of capital to labor in a firm, 
computed on the basis of COMPUSTAT data for 1980. We adjusted the raw 
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TABLE 1 
Results of ANOVA Comparing SIC Measures of Diversification 
and Rumelt’s Categories* 


Mean Scores 
Unrelated Related 
Rumelt Category -N Diversification Diversification 
Single 8 1.38 1.75 
Dominant o 38 2.08 2.66 
Related-constrained 39 3.05 5.00 
Related-linked 25 4.32 4.72 
Unrelated 12 9.08 4.00 


F 15.50*** 6.84*** 


* Categories are from Rumelt (1974). 
*** p < .001 


capital-to-labor ratio for industry differences in capital intensity by stan- 
dardizing the measure for each industry. The formula was capital/labor; = 
(CL, — CL,)/SD, where CL; was the capital-to-labor ratio for firm i in indus- 
try j, CL, was the mean capital-to-labor ratio for all firms in industry j, and 
SD, was the standard deviation for the firms in industry j. 


Research and Development 


R&D expenditure per employee for 1979—81 was the measure used. R&D 
expenditure per employee is one of the better proxies for innovation. An- 
other measure often used, R&D expenditure as a percentage of sales, is prone 
to greater distortions (Hay & Morris, 1979; Scherer, 1984) as it can fluctuate 
significantly from year to year in response to short-term cyclical fluctuations 
in revenues. As number employed tends to exhibit less short-term variabil- 
ity, it is a more reliable denominator for estimating a firm's long-run com- 
mitment to R&D and innovation. 

R&D data were drawn from the COMPUSTAT tapes. We adjusted the 
measure for industry differences in R&D intensity by standardizing it for 
each industry. The formula was R&D; = (RD, — RDj/SD, where RD, was 
the expenditure per employee for firm i in industry j, RD, was the mean R&D 
expenditure per employee for all firms in industry j, and SD, was the stan- 
dard deviation for all firms in industry j. 

Firms are not obliged to report R&D expenditures on their 10K forms, so 
unfortunately R&D data were available for only 81 of the 122 firms studied. 
Given the large number of missing observations, the initial analysis tested 
two models: one with R&D (N — 81) and one without R&D (N — 122). 

The drawback of using R&D expenditure per employee is that the num- 
ber of employees appears in the denominator of both this measure and the 
measure of productivity. However, we ran the initial analysis using both 
R&D expenditure per employee and R&D expenditure as a percentage of 
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sales. The correlation between the two was .83, which is similar to the 
correlation reported by studies that have used both measures (Graves, 1988). 
Moreover, the pattern of correlations with all other variables was similar for 
both measures. The main differences were that the correlation between R&D 
expenditure per employee and stock concentration was slightly lower than 
that between R&D as a percentage of sales and stock concentration, and the 
correlation between R&D per employee and productivity was slightly higher. 
Those differences were minor and had no substantive impact on significance 
levels. 


RESULTS 


Table 2 give means, standard deviations, and correlations for all vari- 
ables. The analysis involved two steps. The first was a test, using regression 
techniques, for the effects of all the independent variables on productivity. 
The second involved the use of path analysis to test for the direct and 
indirect effects of ownership structure on productivity. 


Regression Model 


Table 3 reports the results of the tests for the determinants of produc- 
tivity differences between firms. The results of two regression equations are 
reported, one for all the independent variables (N = 81) and one for all the 
variables except R&D expenditure (N = 122). We employed hierarchical 
regression analysis. Following the causal model set out in Figure 1, we 
entered the diversification variables, capital intensity, and R&D expenditure 
first in no predetermined order. Next, management stockholdings were 
added, and finally, the Herfindahl measure of stock concentration. Thus, the 


TABLE 2 
Means, Standard Deviations, and Correlations* 
Variables Means s.d. 1 2 3 4 5 6 

1. Stock concen- 

tration 4.89 1.03 
2, Management 

stockholdings 1.10 1.50 Ehe 
3. Capital-to- 

labor ratio 0.00 1.00 .06 .12 
4. R&D expenditure 

per employee 0.00 1.00 .24** .05 .28** 
5. Unrelated 

diversification 4.93 646 —.28*** —.10 Kat? —.18 
8. Related 

diversification 3.90 2.64 12 .10 .04 - 2.15 .28** 


7. Productivity 100.60 33.20 .36*** .25*** .75e8* .42*** — 40*** — 2 
* N = 122 except for R&D expenditure, where N = 81. 
** p « 01 l 
*** p < 001 
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TABLE 3 
Results of Regression Analysis? 
Independent  __R&D Expenditures Included = ` RAD Expenditures Excluded ` 
Variables Productivity AR? P Productivity — AH? F 
Capital-to-labor 0.49*** 34 39.94*** 0.57*** 20 69.39*** 
ratio (0.07) (0.07) 

Unrelated —0.32*** 14 21.07*** —0.30*** .09 17.64* ** 
diversification (0.08) (0.07) 

Related 0.14t .03 5.06* 0.17* .04 7.84** 
diversification (0.07) (0.07) 

R&D expenditure 0.25*** .05 7.73** 
per employee (0.07) 

Management 0.12 .04 7.51** 0.09 .03 6.00* 
stockholdings (0.07) (0.07) 

Stock 0.27*** .06 12.53*** 0.22** .04 9.92** 
concentration (0.08) (0.07) 

R? 0.65 0.58 

Adjusted R? 0.63 0.56 

F 23.25*** 28.65*** 

N 81 122 





€ Standardized beta weights are reported; standard errors are in parentheses. 
> This F statistic refers to the change in R? attributable to each variable. 





tp <.10 
* p< OB 
** p< DI 
*** p < 001 
TABLE 4 
Initial Path Coefficients 
Variables 1 2 3 4 5 6 
1. Stock concentration 
2. Management stockholdings KK hé 
3. Capital-to-labor ratio .08 .07 
4. R&D expenditure per employee ` 207 .09 .28* 
5. Unrelated diversification —.28* —.02 —.14 
6. Related diversification .04 .03 
7. Productivity 27*** .12 .49*** .25*** —.32*** 14+ 
tp < 10 
*p<.05 
** py < DI 
*** p < 001 


stock concentration variable picked up variance not captured by the other 
independent variables. 

The results of both equations were significant and explained a satisfac- 
tory amount of variance. The signs were as expected. All the variables ac- 
counted for a significant increase in the total R? at the 5 percent acceptance 
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FIGURE 2 
Final Partial Mediation Model 


Related 
Diversification 
14+ 
Unrelated 
Diversification 


—.26*** —.B1t** 














Stock Concentration 


per 


Productivity 


24" 
ages 


R&D Expenditure per 
Employee 


Management 28* 50*** 
Stockholdings 
Capital-to-Labor 
Ratio 


tp <.10 
*p«.05 
**pc«.01 
eap < .001 


level or better when entered into the equations. Once the Herfindahl mea- 
sure of stock concentration was entered into the equations, the coefficient for 
management stockholdings became insignificant. This may have occurred 
because the management stockholdings and stock concentration variables 
shared variance explained in the dependent variable. 


Path Analysis 


Path analysis was used to test the partial mediation model set out in 
Figure 1. We derived initial path coefficients by regressing each variable on 
all prior variables in the model. For this model, N = 81, since R&D data 
were included in the analysis. Table 4 shows the initial path coefficients. 
Following the theory-trimming approach to path analysis suggested by 
James, Mulaik, and Brett (1982), we assumed coefficients not significant at 
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TABLE 5 
Decomposition Table for Final Path Model 
Causal Path 
Bivariate Relationships Direct Indirect Total 
Productivity and related 
diversification 14 14 
Productivity and unrelated 
diversification -.31 31 
Productivity and R&D expenditure 
per employee 28 (.28)(.50) = .14 EI 
Productivity and capital-to- 
labor ratio .50 DO 
Productivity and stock 
concentration .30 (.28)(.31) + 
(.24)(.25) + 
(.24)(.28)(.50) = .18 48 


Unrelated diversification and 

Btock concentration —.28 .28 
R&D expenditure per employee 

and stock concentration 24 24 


the 10 percent acceptance level or better to be zero and excluded them from 
the final estimation of path coefficients. Figure 2 reports the final estimates, 
and Table 5 reports the decomposition of the causal relationships shown in 
Figure 2. 

As reported in Figure 2, the final path model explained 64 percent of the 
variance in productivity. The evidence suggests mixed support for the model 
set out in Figure 1. All the paths emanating from management stockholdings 
were found to be insignificant. Similarly, there was no evidence of causal 
relationships between stock concentration and related diversification or be- 
tween stock concentration and capital intensity. However, evidence 
emerged for the other hypothesized paths. The results suggest that stock 
concentration affects productivity directly and indirectly, through the me- 
diators of unrelated diversification and R&D intensity. The decomposition 
reported in Table 5 indicates that 62 percent of the effect of stock concen- 
tration on productivity was direct and 38 percent was mediated by unrelated 
diversification and investment in R&D. As hypothesized, the relationship 
between R&D productivity was both direct and indirect.’ 


DISCUSSION AND CONCLUSIONS 


The study demonstrates the importance of diversification strategy, R&D 
expenditure, capital intensity, and stock concentration for firms' pro- 


7 Note that the value of the correlation coefficient between the capital-to-labor ratio and 
value added per employee may be somewhat inflated by the fact that both variables used 
measures relating to employees in their denominators. 
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ductivity. The positive relationships between R&D expenditure and produc- 
tivity and between capital intensity and productivity were as expected 
and confirmed prior work reported in the economics literature (Griliches, 
1986; Scherer, 1984) and the PIMS literature (Buzzell & Gale, 1987; Gale, 
1980). 

The negative relationship observed between unrelated diversification 
and productivity provides support for Hayes and Abernathy’s (1980) con- 
tention that extensive diversification diverts attention away from the task of 
improving productivity in a firm’s primary industry. These results are con- 
sistent with prior studies’ observation of lower economic returns for unre- 
lated firms than for related firms (Christensen & Montgomery, 1981; Rumelt, 
1974, 1982). Indeed, the findings suggest the possibility that the lower re- 
turns of unrelated firms arise from the adverse effects of the strategy on 
productivity. Thus, the study offers a potential explanation of why unrelated 
diversification is associated with inferior economic performance, although 
confirmation requires further research. 

The positive relationship between related diversification and produc- 
tivity is consistent with the superior economic returns observed in the lit- 
erature for related diversification (Christensen & Montgomery, 1981; Rumelt, 
1974, 1982). The findings suggest the possibility that the higher returns of 
related firms arise from the beneficial effects of the strategy on productivity, 
although again, confirmation requires further research. 

The positive relationship between stock concentration and productivity 
indicates the importance that a constituency of powerful stockholders has 
for the efficiency of a firm. The results support our contention that powerful 
stockholders police efficiency, eliminating X-inefficiencies. A similar rela- 
tionship was not observed for management stockholdings, perhaps because 
the management stockholding and stock concentration variables shared ex- 
plained variance in the dependent variable. 

The results also confirm that in addition to a direct effect, powerful 
stockholders have an indirect effect on productivity through their influence 
on a firm's diversification strategy and investment in R&D. Strategic choice 
partially mediated the relationship between stock concentration and pro- 
ductivity. The mediating relationships support the contention that powerful 
stockholders can use an implicit or an explicit threat to bring an issue to a 
proxy vote or to sell their stock as a means of influencing the strategic 
development of a firm in a manner they feel appropriate. 

The results further suggest that stockholder preferences are strongest 
when it comes to unrelated diversification and investment in R&D. They 
suggest that stockholders favor greater investment in R&D and less unrelated 
diversification than do managers. We may have failed to observe significant 
relationships between stock concentration and related diversification and 
between stock concentration and capital intensity because stockholder pref- 
erences are less uniform in these cases than we theorized. 

With regard to capital investment, a possible explanation for the failure 
to find a relationship is that stockholders do not always perceive additional 
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investment in capital as beneficial. Specifically, they may recognize that 
expansionist firms have a tendency to overinvest in capital. Porter (1980) 
documented the reasons for this phenomenon. The consequences of overin- 
vestment include excess capacity and declining firm performance. Thus, it 
may not always follow that stockholders will prefer higher capital invest- 
ment than will management. 

With regard to related diversification, a possible explanation for the 
failure to find a relationship is that stockholders recognize the formidable 


` . implementation problems that such a strategy creates, including the prob- 


lems of coordination and control that arise from intraorganizational re- 
source-sharing. Hill and Hoskisson (1987) documented those problems. As a 
consequence, stockholders may have reservations about the wisdom of re- 
lated diversification and may disagree among themselves as to its value. 

At higher level of abstraction, the research reported here can be viewed 
as a test of the idea that the efficiency of the capital market varies between 
firms systematically, depending on the level of stock concentration in a firm. 
In so far as stock concentration emerged as a significant predictor variable, 
we conclude that the distribution of-ewnership in a firm matters. This con- 
stitutes a rejection of agency theory arguments concerning the universal 
efficiency of the market and supports Berle and Means (1932). On this point, 
the present study conflicts with the only other study that has used the 
Corporate Data Exchange data base on stockholding, Demsetz and Lehn 
(1985). Those researchers found no relationship between a Herfindahl mea- 
sure of stock concentration and return on assets and concluded that issues of 
stock concentration were irrelevant. However, they made no attempt to con- 
trol for industry differences in return on assets, which constitutes a serious 
flaw in their methodology and allows us to view their findings with skep- 
ticism. 

The current findings also have implications for the study of managerial 
behavior. They suggest that efficiency is not foremost in managers' minds 
when they formulate corporate strategies. Rather, managers prefer strategies 
that increase corporate size and reduce risk, even at the expense of effi- 
ciency. When stockholdings were diffused, we observed that firms engaged 
in greater unrelated diversification and less R&D expenditure than when this 
was not the case. Thus, the results were consistent with the idea that man- 
agers seek to maximize a utility function that includes remuneration, power, 
security, and status as its central elements. 

A limitation of the current study is that the analysis was cross-sectional. 
We used static data to test for what are undoubtably dynamic relationships. 
Longitudinal analysis would have been preferable, but unfortunately, the 
lack of comprebensive longitudinal data on ownership structure similar to 
that provided by the Corporate Data Exchange precluded such an analysis. 

In conclusion, from a management perspective, the study underlines the 
importance of capital intensity and investment in R&D for firms seeking to 
improve their productivity. There is also more than a suggestion in the data 
that although related diversification can improve productivity, presumably 
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through resource sharing, unrelated diversification can have serious nega- 
tive consequences for the productivity of a firm and should be avoided. From 
a research perspective, the study points to the importance of ownership 
structure as a determinant of strategic choice. Essentially, it seems that pow- 
erful owners constrain the freedom of choice that managers might otherwise 
enjoy to pursue certain strategies. Considerations of ownership, therefore, 
might help explain why firms choose different strategies, a possibility that 
warrants further investigation. In addition, as suggested above, the study 
indicates that the links between diversification strategy, productivity, and 
profitability are a deserving subject for future research. 
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The literature on leadership suggests that the performance context of a 
succession event and the origin of a newly appointed leader moderate 
the relationship between the succession and its consequences for per- 
formance in large corporations. We tested that premise with data from 
477 large corporations and a measure of excess stock market returns. 
The findings show that investors are most favorably predisposed to 
successions in which outsiders are appointed to financially healthy 
firms. 


The scholarly and business worlds alike are giving increasing attention 
to executive accountability, partly because pressures from stockholder 
groups are mounting on this issue. Researchers, however, remain divided as 
to whether appointing a new leader influences the performance of a large 
organization. Some have found that leadership doesn’t matter: a leader will 
not alter performance because organizations — particularly large ones—tend 
to run themselves (Hannan & Freeman, 1977; Lieberson & O'Connor, 1972; 
Mintzberg, 1979). Thus, the replacement of a leader also will not matter; 
succession becomes ritual scapegoating (Gamson & Scotch, 1964). Others 
have found that leadership does matter (Weiner & Mahoney, 1981) but that 
the disruption that succession causes cancels the positive effect of replacing 
an unsuccessful manager (Pfeffer & Davis-Blake, 1986). Still other research- 
ers have argued that whether a new leader has a positive, neutral, or negative 
influence on performance depends on the match between the leader's char- 
acteristics and the job requirements (Gupta & Govindarajan, 1984; Hambrick 
& Mason, 1984). However, subsequent studies have not uncovered a consis- 
tent set of contingent factors that explain when a positive succession- 
performance relationship will occur in large corporations (Beatty & Zajac, 
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1987; Friedman & Singh, 1987; Furtado & Rozeff, 1987; Lubatkin, Chung, 
Rogers, & Owers, 1986; Reinganum, 1985}. 

There are at least three reasons, however, to investigate further the pos- 
sibility that executive succession can influence the financial performance of 
large organizations. First, compelling anecdotal evidence from the business 
world supports the position that leadership can make a difference in large 
organizations. For example, it is difficult to overlook the contributions of 
Jack Welch at General Electric, John Opel at IBM, and Lee Iacocca at Chrysler 
Corporation. Second, most studies have overlooked the presuccession per- 
formance of firms experiencing succession and failed to consider the origin 
of a successor in light of that context. Research on corporate turnaround 
(Hofer, 1980; Schendel, Patton, & Riggs, 1976) and on the causes of executive 
succession (Dalton & Kesner, 1985) has, however, recognized the importance 
of these two contingent factors, as did Hall (1987), who argued that a leader 
is important only in times of organizational crisis, change, and growth. 

Third, some of the ambiguity surrounding the succession-performance 
issue may originate in the way that financial performance is defined. Suc- 
cession studies have traditionally defined performance by an accounting- 
based measure such as return on assets or by a security market—based mea- 
sure such as abnormal returns. The finance literature, however, has devel- 
oped a strong case for using a security market measure called excess returns 
(Scholes & Williams, 1977). This measure overcomes the principal criticisms 
of the abnormal returns measure and grants researchers the advantages of 
using stock market data. Only recently have data files existed that allow 
researchers to adopt this measure in large-sample studies. 

The present study extended past research efforts by examining two fac- 
tors that are believed to be important determinants of succession and lead- 
ership effects: organizational context, in terms of presuccession perfor- 
mance, and successor's origin as an insider or as an outsider. Using a mul- 
tiple regression design, we simultaneously considered the independent and 
interactive effects of those two contingent factors while controlling for or- 
ganizational size. We calculated the dependent variable, excess returns, over 
various time horizons to distinguish between succession effects and longer- 
term leadership effects. Finally, a large data set (477 instances of appoint- 
ments) permitted a rigorous testing of hypotheses relating chief executive 
officer (CEO) succession to performance. 


PREVIOUS RESEARCH 
Performance Context 


Previous research has suggested that the performance of an organization 
before a leader's replacement is an important contextual factor. For example, 
organizational performance is a major determinant of executive tenure (Al- 
lan & Panian, 1982; James & Soref, 1981; Salancik & Pfeffer, 1980), and 
executive replacement is a common response to poor financial performance 
(Brady & Helmich, 1984; Dalton & Kesner, 1985). 
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Strategic management and organization theory scholars have also as- 
serted that an organization’s performance influences its adaptiveness (Bour- 
geois, 1981; Dutton, Fahey, & Narayanan, 1983; Litschert & Bonham, 1978). 
Firms that can generate resources in excess of their needs to pay suppliers, 
develop markets, attract employees, fend off competitors’ attacks, and oth- 
erwise engage in basic business activities have “slack.” Slack gives an orga- 
nization the luxury of making decisions that are based on extensive infor- 
mation searches (Fredrickson, 1985), maintaining stability through intermit- 
tently good and bad times (Cyert & March, 1963), and attracting capital at 
low cost from the debt and equity markets (Porter, 1985). Slack may also 
foster creative behavior (Bourgeois, 1981), a motivated and committed work 
force (Gupta & Govindarajan, 1984), and a culture that identifies with win- 
ning; opposite effects are expected in low-performance settings. In addition, 
the leaders of high-performing firms should perceive a wide array of invest- 
ment options and be granted great discretion in adjusting to environmental 
influences (Hambrick & Finkelstein, 1987). 

It is tempting to conclude that leaders who inherit a high-performance 
context have greater opportunity to affect future performance than leaders 
who inherit a low-performance context. However, low performance may also 
influence the adaptiveness of organizations, although the process is quite 
different. Low performance is associated with a sense of urgency and.a 
departure from some desired status quo. Although managers may lack the 
time and resources for extensive information searches during times of low 
performance, their decisions may be at least as rational and have as much 
impact as those made in a high-performance context. As Cyert and March 
(1963) observed, poor performance pressures managers to make precise, dis- 
criminating decisions because they have little margin for error. Mintzberg, 
Raisinghani, and Theoret (1976) noted that during times of high performance 
managers tend to direct attention to problems but are more casual with 
opportunities, which they assume can be exploited. Hall (1987) viewed both 
performance contexts as important. 

Two studies have examined the role of presuccession performance in 
explaining stock market reactions to succession events. Lubatkin and col- 
leagues (1986) found no relationship, and Friedman and Singh (1986) found 
(at the .10 level of significance) that when presuccession performance is 
poor, the market's reaction to succession tends to be positive. The two stud- 
ies share three potential research flaws. Both dichotomized the context vari- 
able into high- and low-performance categories rather than letting it remain 
continuous and thus lost information that may have borne on their results. 
They used as their dependent variable a short-term measure of abnormal 
return that may have failed to capture the full stock market reaction to the 
succession events. Finally, they failed to adequately account for another 
important contextual factor, organizational size. 

Given the drawbacks in past studies of the performance-context issue 
and the conflicting theories on the subject, we will again test the following 
general hypothesis: 
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Hypothesis 1: Holding size constant, the performance of a 
firm at the time of a succession event will affect the abil- . 
ity of a newly appointed leader to influence future earn- 
ings. : 


Successor Origin 


Previous research has also supported the existence of a linkage between 
the origin of a successor and firm performance. For example, during a small- 
sample field study, Kotter (1982) observed that outsiders who lacked a thor- 
ough understanding of the business that they were inheriting generally con- 
tributed less to their organizations than did insiders. Further, outsiders have 
a greater disruptive influence on an organization (Allen, Panian, & Lotz, 
1979), which may in turn produce negative outcomes like a decline in mo- 
rale and an increase in turnover (Grusky, 1964). Finally, an outside appoint- 
ment may signal the failure of a firm's human-capital-investment program to 
develop depth in its management ranks and therefore raise questions about 
the firm's ability to compete in the future (Furtado & Rozeff, 1987). 

As with performance context, the linkage between successor origin and 
future organizational performance remains conceptually appealing but em- 
pirically ambiguous.’ Lubatkin and colleagues (1986) and Friedman and 
Singh (1987) found that outside appointments produced significantly higher 
abnormal returns than inside appointments. Furtado and Rozeff (1987) 
found the opposite, and Beatty and Zajac (1987) found no distinction be- 
tween the two types of appointments. Reinganum (1985) found significant, 
positive abnormal returns only for outside appointments in small firms in 
which the announcement of the appointment coincided with the announce- 
ment of the departure of the former officeholder. None of these studies has 
explicitly accounted for the size of each firm studied, though all have rec- 
ognized that size is a potentially important covariate. 

In light of the inconsistent findings about successor origin, 

Hypothesis 2: Holding size constant, the origin of an ap- 
pointed successor will affect his or her ability to influence 
future earnings. 


Interactive Effects 


A contingency view of management succession suggests that whether a 
new leader has a positive, neutral, or negative influence on performance 
depends on how well the characteristics of the leader match the require- 
ments set by the context of a job (Fiedler, 1964; Gupta & Govindarajan, 1984; 
Hambrick & Mason, 1984). Consistent with this view, we developed an ad- 
ditional hypothesis that recognizes that the different task demands associ- 
ated with high- and low-performing firms may require the different leader- 
ship influences associated with outside and inside appointments. 

‘A contingent relationship is expected for firms that are performing 
poorly at the time of a succession event. Previous research suggests that 
outsiders will be more able to turn such firms around than will insiders 
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(Bibeault, 1982; Hofer, 1980; Starbuck, Greve, & Hedberg, 1978; Schendel & 
Patton, 1976). Because insiders may have a limited perspective (Cyert & 
March, 1963), they are less able to deal with changes in an organization’s 
environment (Hambrick & Mason, 1984). In contrast, outsiders have been 
associated with organizational adaptiveness and change since they have less 
commitment to an organization’s strategies and values (Helmich, 1975; Pfef- 
fer, 1981). As a result, they are more likely to alter its mission, objectives, 
and strategy (Pfeffer & Salancik, 1978). 

The opposite contingent relationship is expected for high-performing 
firms. Because insiders are less disruptive to an organization than outsiders 
(Brown, 1982; Helmich, 1977}, they may be more able than outsiders to 
maintain high performance. 

Hypothesis 3: The performance of a firm prior to a change 
in leadership and the origin of a successor moderate the 
relationship between executive succession and subse- 
quent earnings. Specifically, 


Hypothesis 3a: Outsiders will have a more positive im- 
pact on performance in low-performing firms than insid- 
ers will. 
Hypothesis 3b: Insiders will have a more positive impact 
on performance in high-performing firms than outsiders 
will. 

Organizational Size: An Extraneous Influence 


Many studies of leadership have recognized the importance that the size 
of an organization has for the ability of a leader to influence performance. 
For example, large organizations are associated with entrenched power 
structures that help to insulate top management from external pressures. As 
a result, it seems that large organizations are more likely than small ones to 
replace top managers from inside (Dalton & Kesner, 1983; Furtado & Rozeff, 
1987) and more likely to minimize the influence that a new leader may have 
on corporate performance (Hall, 1987; Hannan & Freeman, 1977). Although 
most succession studies have not established explicit controls for size, it 
follows that such controls are important. The studies by Furtado and Rozeff 
and by Reinganum established categorical controls by arbitrarily splitting 
their samples into two size groupings, large and small firms, and then pre- 
senting abnormal returns for each. A limitation with categorical controls is 
that they lose information that may have a bearing on the results. The present 
study controlled for the effects of size by including it as a continuously 
scaled independent variable in a multiple regression equation. 


METHODS 
Sources of Data 


An exhaustive list of firms in which a succession had taken place and 
the origins of the successors were identified from Forbes’s annual June is- 
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sues about executive compensation. Because these issues list the 800 firms 
with the highest paid executives, the population is biased toward organiza- 
tions that believe in the importance of leadership, at least in so far as high 
salaries are evidence. Indirect support for this assertion comes from a study 
by Coughlan and Schmidt (1985), who found compensation (salary plus 
bonus) to be significantly related to abnormal stock-price performance. We 
identified 1,187 CEO successions during the period 1971—85. We then ex- 
cluded CEO appointments where we could not clearly identify the first 
public announcement in the Wall Street Journal and all appointments in 
firms that made confounding announcements of major corporate events such 
as mergers, dividend changes, and capital expenditure plans during a two- 
month period (50 trading days) before the succession announcement (t — 50, 
t — 1). We used that criterion to control for the possibility that announce- 
ments of other events might bias findings attributed to an executive appoint- 
ment. The period over which we measured presuccession performance (de- 
scribed under Independent Variables) was also carefully screened for pos- 
sible takeover bids, succession events, and other major corporate events that 
might conceal the firms’ long-term performance trends. Also, the appoint- 
ments made had to be lasting; we excluded firms that made a second CEO 
appointment during the 200 trading days after the succession event we were 
studying. In short, the general selection rule followed was to exclude a 
succession event if there was reasonable evidence of a potentially confound- 
ing event. A total of 573 cases remained. Of those, 505 met an additional 
requirement for inclusion which was that the firm be listed on the Center for 
Research in Security Prices (CRSP) Daily Excess Returns Data File for a full 
300 trading days (approximately 15 months) before and after the succession 
announcement so that we could obtain estimates for the five dependent 
variables (see Time Frame) and the performance-context variable. A final 
criterion for inclusion had to do with determining the origin of the succes- 
sor: we excluded 28 cases from further investigation because the successor 
did not fall into either origin category (categories are described under Inde- 
pendent Variables). The final group therefore included 477 succession cases 
at 357 firms and represented 40 percent of the 1,187 cases identified in 
Forbes.* 


Dependent Variable: Excess Returns 


Given the limitations of accounting-based measures, researchers in 
management have given more attention to the use of capital market measures 
to evaluate the effect of events like management succession (Lubatkin & 
Shrieves, 1986). These measures are ex ante measures in that they reflect 
investors’ expectations of future performance. As such, capital market mea- 
sures contrast. with traditional accounting-based measures, which are ex 
post, reflecting historical performance patterns. Capital market measures 


1 Eight percent of the group were delisted from public listings between 14 and 60 months 
. after the announcement of the CEO changes we studied. 
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assess the influence of an event on a firm's security (common stock) by 
estimating the normal, or expected, return to the stock in the absence of an 
event. The abnormal, or unexpected, return to the stock is the difference 
between its observed return and its expected return. Positive abnormal re- 
turns suggest that stockholder value is being created. 

Theoretically, abnormal returns represent an unbiased estimate of in- 
vestors' evaluation of the changes in future earnings that they expect because 
of some firm-specific event, such as a change in leadership, and not because 
of overall market movements. Thus, abnormal returns should be a strong 
surrogate for actual economic performance. In practice, however, the market 
model's ordinary-least-squares estimates of abnormal returns suffer from a 
potentially serious econometric problem. The problem results from nonsyn- 
chronous trading of securities: many securities are traded infrequently, and 
their prices are therefore only reported at distinct random intervals. This 
irregularity makes calculations of returns “for almost all securities biased 
and inconsistent" (Scholes & Williams, 1977: 310). To date, researchers have 
tolerated this bias because of computational difficulties associated with cor- 
recting for it. 

In 1983, CRSP made available a daily returns file that corrects for non- 
synchronous bias. For this file, called the Daily Excess Returns File, CRSP 
computes excess returns, or the unbiased analogues of abnormal returns, 
through a three-step procedure originally developed by Scholes and 
Williams (1977). First the Scholes-Williams beta, or systematic risk, is com- 
puted for each security using a three-day moving-average market window. 
Beta, or systematic risk, represents the sensitivity of a firm's returns to over- 
all stock market trends. The three-day moving average ensures against po- 
tential nonsynchronous trading problems (Brown & Warner, 1985). Next, on 
the basis of average annual betas, CRSP ranks all securities traded on the 
New York and the American Stock Exchanges into ten risk classes; the first 
contains securities with betas in the 90th percentile or higher, the second, 
securities with betas in the 80th to 89th percentiles, and so on. Finally, 
excess returns are computed for each firm for each day by (1) calculating the 
firm's one-day common stock return, which is change in price after adjust- 
ment for any stock splits or dividends, (2) identifying the risk class that most 
closely matches the firm's level of systematic risk, and (3) calculating the 
one-day portfolio returns of all firms in that risk class and then subtracting 
that return from the firm's stock return. The Appendix details this three-step 
procedure. 

In addition to correcting for nonsynchronous bias, excess returns use a 
superior benchmark, or control, to represent normal or expected returns. 
Whereas abnormal returns are calculated for each firm by comparing its 
returns to some market-wide adjusted average, excess returns compare a 
firm's returns only to the returns of firms in the market that have similar 
levels of systematic risk. To the extent that firms that have similar risk 
profiles are also similar along various dimensions that determine systematic 
risk and stockholder return, such as organizational size (Ben-Zion & Shelit, 
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1975), financial leverage (Hamada, 1972), cyclicality (Fabozzi & Francis, 
1979), and market power (Moyer & Chatfield, 1983), excess returns will 
better control for influences extraneous to research objectives than will ab- 
normal returns. . 

All capital market measures, including excess returns, however, suffer 
from one shortcoming: they can only estimate the full impact of wholly 
unanticipated events. Succession events are not likely to be wholly unan- 
ticipated; indeed, we could argue that all leadership changes are partially 
anticipated, except, of course, those caused by the untimely death of an 
incumbent. This shortcoming, however, need not invalidate the use of mar- 
ket measures for hypothesis testing. First, early anticipation biases the re- 
sults against finding stock returns that differ in a statistical sense from their 
expected level, thus promoting a conservative test (Beatty & Zajac, 1987; 
Brown & Warner, 1985). Second cumulating excess returns over various time 
horizons surrounding an announcement day allows approximation of the 
impact of early investor awareness on stock returns. A later section discusses 
the issue of time frame and describes the horizons used in this study. 


Independent Variables 


The performance context of firms at the time of the succession events 
was approximated by cumulating their excess returns over 200 trading days 
(approximately 9.5 months), beginning 300 trading days before the first pub- 
lic announcement of an executive change. This period should be adequate to 
capture long-term trends in investors' expectations of future earnings and 
thus should approximate firm performance in the absence of a change in 
leadership. We excluded the 100 trading days immediately preceding the 
announcements to minimize the chance that the succession events them- 
selves would bias the context measures, which would be the case if investors 
anticipated events before their first public announcement. The validity of 
the context variable used in this study to represent the financial well-being 
of a firm at the time of the succession event can be gauged by observing the 
ratio of succession firms we studied with negative context measures —those 
performing less well than firms with similar risk—and those with positive 
context measures. Inasmuch as executive replacement is a common response 
to poor performance, a valid context measure should find most successions 
to be in poorly performing firms. Indeed, about 65 percent of the firms used 
in this study performed less well than firms with similar risk during the 
designated context period. A chi-square statistic significant to the .01 level 
suggested that the observed frequency of low-performing firms differed from 
what would be expected if below-market performance randomly occurred in 
the population. 

The origin of the successor CEO was determined in a straightforward 
categorical way with one provision: to avoid blurring the distinction be- 
tween insider and outsider, we designated an insider as a successor who had 
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at least five years of tenure with the firm in question and an outsider as a 
successor who had not been with the organization for more than one year 
before moving to the top. In virtually all cases, outsiders were brought di- 
rectly into the position of CEO. Thus, the definition used in this study 
represents extreme cases of outside appointments and is comparable to Van- 
cil’s definition of recent outsider (1987: 262), rather than to his broader 
definition of outsider (1987: 56). We excluded cases that did not fall into 
either category from further investigation. Computationally, origin is a di- 
chotomous dummy variable defined as 0 if a successor was an insider and as 
1 if a successor was an outsider. We examined possible moderating effects of 
context and origin by including an interaction variable in the multiple re- 
gression model. 

A final independent variable, corporate size, was added to the regres- 
sion equation as a control variable. We measured size as a continuous inde- 
pendent variable, by calculating the logarithm of each firm’s stock market 
capitalization (price per share times number of shares outstanding) on the 
last trading day of the year immediately preceding the year of a CEO ap- 
pointment. We also controlled size by limiting the population of succession 
cases to large organizations. Finally, we checked correlation of size with the 
other independent variables to determine if size was an important covariate. 


Time Frame: Selecting the Relevant Horizon Length 


If a change in CEO is viewed as a favorable indicator for future earnings, 
the market price of a firm’s stock will increase as investors learn of a lead- 
ership change. The problem facing researchers is determining exactly when 
investors know all succession-related information (Malatesta & Thompson, 
1985). Studies in finance journals have tended to define the relevant suc- 
cession time frame as the announcement day plus the trading day preceding 
it (Furtado & Rozeff, 1987). 

Studies in management journals, however, have argued that the two-day 
announcement effect may not capture the full market evaluation of a suc- 
cession event (Beatty & Zajac, 1987; Lubatkin & Shrieves, 1986; Reinganum, 
1985). For example, Reinganum discussed the possibility of information 
leaking to the marketplace before a change in leadership is officially made 
public. He also recognized the possibility of noninstantaneous investor re- 
actions occurring during the period after an announcement. For the current 
study, therefore, we cumulated excess daily returns over five different ho- 
rizons and then performed multiple regression analyses on each. Figure 1 
illustrates the five horizons. 

One horizon is the commonly used 2-day announcement period (t — 1, 
t = 0), in which t = 0 is the day of the first public announcement of a 
succession and t — 1 is the trading day immediately preceding the an- 
nouncement day. The results of such short-term analysis should capture 
investors’ perceptions about the effects on a firm’s future earnings of a suc- 
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FIGURE 1 
Various Time Horizons Surrounding Succession Announcements 
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cession event itself, rather than the anticipated effect of the newly appointed 
leader. 

The second horizon (t — 50, t = 0) is a period of about two and a half 
months (51 trading days) preceding and including an announcement day; it 
is designed to capture early market awareness of a leadership change. Al- 
though it was not possible to identify the precise date of market awareness 
for each firm, the time period examined here should be long enough to 
capture most succession-related information and short enough to avoid any 
serious bias from unrelated, firm-specific events. 

The third horizon (t + 1, t + 50) allowed us to examine excess returns 
during the two-and-a-balf-month period immediately following an an- 
nouncement day. With the uncertainty resolved concerning if and when a 
leadership change will occur and who will be appointed, investors can re- 
evaluate their initial expectations about future earnings. Further, investors 
are likely to form their revised perceptions on the basis of a different set of 
factors, those that can only be known with certainty after the appointment of 
a new leader. This situation pertains particularly if investors did not antic- 
ipate who the new leader would be. 

The fourth horizon (t — 50, t + 50) covers the full 101 trading days 
surrounding and including an announcement day and allows cumulation of 
the returns for the second and third horizons. 

The final horizon (t + 100, t + 300) captures the performance of firms 
over a nine-and-a-half-month period beginning 100 trading days after a suc- 
cession announcement. This period should be adequate to capture long-term 
trends in investor expectations but be free of any residual succession effects. 
Further, the results for this horizon may best capture leadership effects be- 
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cause it approximates a period when a new leader is likely to make substan- 
tive changes in strategic and operational domains. 


Methods of Analysis 


A multiple regression equation for both the independent and interactive 
effects of the two contingent factors and the independent effects of corporate 
size on stockholder returns, the dependent variable, was developed in the 
following form: excess returns = f (context, origin, context X origin, size). 

Although the signs and magnitude of the regression coefficients are 
sufficient for testing the significance of the interaction between context and 
origin, they do not say much about the form of the contingency relationship. 
Specifically, the coefficients alone may not allow for clear inferences about 
when it is best to hire an insider and when an outsider. By segregating the 
firms by origin and by performance context, we pushed the analysis of the 
third hypothesis to a second stage. In order to dichotomize the context vari- 
able, we first ranked firms according to their context measure and then 
partitioned the ranking into approximate thirds. The high-performing third 
consisted of firms with positive context measures, or firms that demon- 
strated the ability to yield returns better than the security benchmark returns 
during the designated context period. The low-performing third consisted of 
firms with strongly negative context measures. In order to maximize con- 
trast, we excluded the middle third from this investigation but included it in 
the regression analysis. We then calculated a mean measure of excess returns 
for each of the four possible contingencies that come from the intersection of 
the two origin and context classifications. Finally, separate two-tailed t-tests 
of mean differences were used to statistically compare investors' reactions to 
insider and outsider appointments to each of the two presuccession con- 
texts, 


RESULTS 


Of the 477 succession cases analyzed, 305 firms (65 percent) performed 
less well than firms with similar risk during the designated context period. 
Inside appointments were involved in 423 firms. The low percentage of 
outside appointments (11.396) is consistent with the findings of other suc- 
cession studies in large corporations. For example, Beatty and Zajac (1987) 
found the incidence of outsiders to be 12 percent and Friedman and Singh 
(1987) found it to be 15 percent. Also, Furtado and Rozeff (1987) found that 
as firm size increased, the incidence of outsiders decreased. 

Finally, the current data are heavily biased toward largeness. The mean 
equity market capitalization is $1,825 million, with a minimum of $17 mil- 
lion (Allied Supermarket in 1975) and a maximum of $46,792 million (IBM 
in 1982). The firms are therefore considerably larger than the typical large 
firm in Reinganum’s (1985) sample, which had a median market value of 
$280 million. Finally, only 21 firms (4.4%) in the current sample had market 
values below $65.5 million, the size used by Reinganum to separate large 
firms from small ones. 
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In sum, the high incidence of poor performance before changing CEO, 
the low incidence of outside appointments, and the overall largeness sug- 
gests that the set of firms collected in the present study adequately repre- 
sents the population of large industrial organizations at a time when they 
change their CEOs. 

Table 1 presents the means, standard deviations, and intercorrelations 
of all variables. Table 2 summarizes the results for the 51-day preannounce- 
ment period (t — 50, t = 0), the 50-day post-announcement period (t + 1, 
t + 50), and the 101-day cumulative succession period (t — 50, t + 50). 
Similarly, Table 3 summarizes the results of the multiple regression equa- 
tion performed on excess returns during the 2-day announcement period 
(t — 1, t + 0) and the 200-day long-term leadership period (t + 100, t + 50). 

Overall, investors are not indifferent about changes in leadership. 
Rather, the means in Table 1 shows that investors, on the average, revise 
downward their earnings expectations, driving down a firm's stock price an 
average 1 percent during the preannouncement period (p « .01) and an 
additional 3.5 percent during the 50-day post-announcement period (p « 
.01). These findings suggest that investors do not view CEO succession as 
unimportant or as an exercise in ritual scapegoating (Gamson & Scotch, 
1964). Further, they suggest that investors do not generally hold an overly 
"romanticized view of leadership" (Meindl, Ehrlich, & Dukerich, 1985). To 
the contrary, investors appear skeptical about the alleged positive intentions 
that motivate succession decisions. However, as predicted, the conse- 
quences of succession for performance depend on the conditions surround- 
ing the event. 

The hypothesis about context (Hypothesis 1) received partial support. 
As expected, the performance of a firm during the time preceding a succes- 
sion event influences investors' assessment of executive changes, at least 
during the 51-day presuccession horizon, as reported in Table 2. During this 
presuccession period, the influence of context on excess returns is positive 
and significant (p « .05), indicating that the better firms perform before 
changing CEOs, the more favorably predisposed investors are to a change. 
However, context as an independent factor does not appear-to have an im- 
portant bearing on investors' expectations during the 50-day post-succession 
period (Table 2) and the 2-day announcement period (Table 3), suggesting 
that the information value of context as it relates to a succession event is 
fully discounted by the time an event occurs. Finally, context again appears 
to influence investors' expectations during the 200-day post-succession pe- 
riod, although the causation is weak (p « .10) and inverse (Table 3). We 
posited that during this stewardship period, investors base their expecta- 
tions on their assessment of a leader's initial strategic and operational deci- 
sions rather than on the effects of succession per se. 

The results also indicate partial support for the hypothesis about origin 
(Hypothesis 2). In the case of outside appointments, origin appears to have 
positive and significant effects on investors’ expectations for all time frames 
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TABLE 2 
Results of Multiple Regression of Succession for Three Time Horizons 
51-day 50-day 101-day 
Presuccession Post-succession Cumulative 
Period" Period> Interval* 
Standard Standard Standard 
Variables Betas Errors Betas Errors Betas Errors 
Intercept —.004 .015 —.022 .015 —.027 ^ .020 
Context 057* 025 —.005 024 052 033 
Origin? 029 019 055** 019 084** 025 
Interaction of 
context and 
origin 025 080 .156** 058 181* 078 
Size .000 .002 — .002 .002 — 002 .003 
P, ass 2.31* 3.76** 5.42** 
R? 02 .03 04 


* Period defined as t — 50, t = 0 
> Period defined as t + 1, t + 50 
€ Period defined as t — 50, t + 50 
d Origin is a dichotomous dummy variable with 0 = inside successor, 1 = outside suc- 
cessor. 
tp< 10 
*p< .05 
**p«.01 


except the 51-day presuccession period. The findings, therefore, clearly sug- 
gest that investors view an outside appointment as having a more favorable 
impact on earnings than an inside appointment. Further, the origin findings 
are noticeably different from the context findings regarding when each in- 
fluences investors' expectations: investors appear to be more concerned with 
the context of succession events before CEO changes and more concerned 
with the origin of new leaders after the changes. Apparently, investors have 
no accurate knowledge of information embedded in the broad origin mea- 
sure on the likelihood of strategy, policy, and administration changes until 
after a successor is announced. 

Perhaps the most interesting results come from testing Hypothesis 3. 
During the 50-day post-succession period, the time after investors have dis- 
counted the effects of context, new information, such as origin and origin in 
light of context, appears to influence investors, as shown by a positive in- 
teraction term (p « .01). Similarly, the 101-day cumulative period also re- 
veals a positive and significant interaction term (p « .02). 

Finally, the regression model as a whole does not explain much vari- 
ance in excess returns, as evidenced by the low R? statistics. However, the 
F-statistics reveal that the model does account for significant variance in 
excess returns for all but the 2-day announcement period. A significant F 
suggests that at least one hypothesized relationship is not equal to zero. 
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TABLE 3 
Results of Multiple Regression of Succession for Two Time Horizons 
2-day 200-day 
Succession Period" Leadership Period” 
Standard Standard 
Variables Betas Errors Betas Errors 
Intercept —.001 .004 —.041 .029 
Context —.004 .007 —.083t .048 
Origin? .012* .006 .068t .037 
Interaction of context and origin .025 .017 —.022 . 115 
Size —.000 .001 —.004 .004 
E as 1.52 2.48** 
R? .01 02 


* Defined as t — 1, t = 0. 
> Defined as t + 100, t + 300. i 
* Origin is a dichotomous dummy variable with 0 = inside successor, 1 = outside succes- 
sor. 
tp<.10 
*p«.05 
** p « .01 


Further, the importance of each independent variable changes over the dif- 
ferent time horizons. These findings support the contention, raised in man- 
agement journals, that research needs to assess investors' reactions to cor- 
porate events over a number of pre- and post-event time periods. 

It is also important to note that the multiple regression model includes 
size as an independent variable, and in no case does size emerge as an 
important explanatory variable. Further, size is significantly correlated with 
origin, although the correlation, as reported in Table 1, is small (— .13). The 
low magnitude of correlation suggests that any distortions in the regression 
coefficients due to multicollinearity were minor. The explanation for finding 
no size effect may lie in the construction of both the data set and the excess 
returns measure. Recall that the data set only consists of large firms and that 
the returns measure uses a control that minimizes extraneous influences on 
8tock returns like size. 

Table 4 presents two contingency matrixes to help clarify the form of the 
significant interaction terms and in the process provide additional insight as 
to the two contingent relationships predicted by the third hypothesis. 

Regarding the first contingent relationship, investors seem indifferent to 
origin when succession occurs in low-performing firms. Whether leaders are 
appointed from inside or outside an organization, the values of these low- 
performing firms drop an additional 4 percent during the 50-day post- 
succession time frame and about 6 percent overall for the 101-day cumula- 
tive time frame, suggesting that investors are generally pessimistic about the 
ability of a new leader to reverse a firm's behavior. The findings on insiders 
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TABLE 4 
Contingency Matrixes: Mean Excess Returns by Origin and Context^^ 


(a) 50-day Post-succession Period 


Performance Context 
Origin l High Low 
Insiders —.038 (.123) —.042 (.154) 
144 131 
Outsiders .021 (.133) — .038 (.200) 
17 23 
Mean difference 1.85t 0.11 
(b) 101-day Cumulative Interval 
; ; Performance Context 
Origin High Low 
Insiders —.036 (.160) —.056 (.183) 
144 131 
Outsiders .071 (.250) — 057 (.249) 
17 23 
Mean difference 2.53** 0.02 


* [n each cell, the first number is the mean excess return expressed as a decimal. The 
number in parentheses is the cross-sectional standard deviation of the mean. The bottom num- 
ber is the number of observations for that cell. 

> Overall, during the designated 200-trading-day period, firms in the high performance 
succession context (the top thirtile) had a mean excess return and standard deviation of 0.204 
(.175) and the low performing firms (bottom thirtile) had —0.324 (.139). To maximize contrast, 
we excluded 162 midrange performers from this investigation but included them in the regres- 
sion analysis. Overall, the midrange performers had a mean excess return and standard devi- 
ation of — 0.083 (.057). 

tp«.10 
**p«.01 


are therefore consistent with the third hypothesis, but the findings on out- 
siders are not. We predicted that outsiders will be more able to turn low 
` performers around than insiders would be. 

Regarding the second contingent relationship predicted by the third 
hypothesis, the results suggest that good presuccession performance ampli- 
fies investors' positive evaluation of an outside appointment. The value of 
these firms' stock increased an average 7 percent during the 101-day suc- 
cession interval, a mean return significantly larger ( p « .01) than the 3.5 
percent decline observed for inside appointments in the same performance 
context. This finding is inconsistent with the prediction that outsiders will 
be less able than insiders to maintain high performance. 


DISCUSSION 


This study showed that investors typically seem to revise their expec- 
tations of cash flows downward during the time surrounding a succession 
announcement. However, not all appointment announcements convey neg- 
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ative information. For example, investors appear to react favorably to an- 
nouncements when the two independent factors—high performance and 
outside appointment—coincide. 

Since the results for outside appointments in high-performance settings 
departed from expectations, some reconciliation with prevailing theory is in 
order. Fundamental to the second and third hypotheses is the assumption 
that outsiders have a disruptive influence on organizations because they are 
less committed to the organizations’ strategies, values, and people than are 
insiders. Perhaps, contrary to expectations, high-performing firms are more 
receptive to hiring from the outside bécause the security and status of ex- 
isting managers are relatively secure during periods of prosperity. As Hel- 
mich (1975) stated, successful groups may perceive a new successor as a 
force that will stimulate change and reinforce positive behaviors. This is not 

: to say that capable insiders could not be as effective, but rather that the pool 
of all available candidates may be larger for high-performing firms. More- 
over, perhaps investors interpret the appointment of an outsider to a high- 
performing firm as a signal of the firm's intention to remain adaptive. Per- 
haps investors expect outsiders to serve investors' interests more than en- 
trenched insiders. These explanations are generally consistent with those in 
arecent Hay Group Incorporated study reported in Business Week (1986). Its 
major finding was that many firms, including companies that are growing, 
benefit by putting outsiders in key positions. 

The annoucement of an inside appointment in the high-performance 
context may not convey the same adaptive message. Rather, an inside ap- 
pointment may signal the continuation of the previous administration's 
mind set. Although that is not necessarily bad, organizational studies have 
shown that when success breeds pervasive continuity, political obstacles to 
reorientation grow. | 

The result for outside appointments in low-performance contexts is also 
interesting because it suggests that although the appointment of an outsider 
may be an essential ingredient for turnaround, it may not be sufficient. 
Perhaps an outsider brought into a low-performance context with the task of 
turning a company around will have a great disruptive effect. One reviewer 
of the present research pointed out, however, that the level of disruption 
may have more to do with the expectations the members of a firm hold 
regarding the origin of the successor than the origin per se. For example, 
Gouldner (1954) found outsiders to have a disruptive influence, but Guest 
(1962) did not. However, the gypsum mine workers in Gouldner's study 
were accustomed to inside successors, and the employees at the automobile 
plant in Guest's study were expecting an outside successor. A second re- 
viewer suggested caution when comparing leadership succession among in- 
dustrial workers with executive succession at large corporations. 

Perhaps, in a competitive market for management talent, low- 
performing firms are unable to attract the best available managers (Pfeffer & 
Davis-Blake, 1986). Or perhaps such firms, faced with dwindling resources, 
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deteriorating morale, and competitive disadvantages in their current product 
markets, tend to continue to decline in spite of a leadership change. What- 
ever the explanation, one point is clear: succession-induced turnarounds 
such as Chrysler Corporation’s may be the exception. As Hambrick and 
Schecter noted: “There is an abundant folklore on how to revive poorly 
performing businesses, but systematic evidence about turnaround is scant” 
(1983: 231). 

The overall evidence suggesting that investors view outside successors 
more favorably than insiders is puzzling, given the dearth of outside ap- 
pointments. Recall that investors reacted favorably to outside appointments 
at the time of announcements (the two-day succession effect). Further, they 
continued to revise their expectations significantly upward during the post- 
succession period and the long-term leadership period. In light of these 
findings, why are insiders favored by a margin of nine to one? 

Other questions emerge from the findings of this study. What motivates 
a high-performing firm to change leaders? Are low-performing firms openly 
aware of their poor performance? Do investors react more favorably to firms 
in which the transition between top managers is orderly and to firms that 
disclose the true reasons for a change in CEO? These questions call for 
additional investigations of succession events. 

Finally, this study has implications for traditional event-study method- 
ology and for the conclusions of succession studies that have used such 
methodology. First, we introduced a measure of security benchmark returns 
that retains the advantages of stock-price measures and overcomes their 
principal limitations. Second, this study investigated investor reactions to 
succession announcements over various horizons preceding and following 
the events and found that the results of the regression model were significant 
for all but the two-day announcement period. Further, this study found that 
each explanatory factor is important during a different horizon. The contrast 
‘in findings for the two-day announcement period and the longer horizons 
suggests that studies that rely on short horizons immediately surrounding an 
event may not accurately capture succession-related returns. This observa- 
tion does not call into question the efficiency of capital markets but suggests 
that investors cannot make final judgments on what they do not yet know 
with certainty. Since all recent empirical investigations of succession in 
large organizations have used a potentially biased measure of performance, 
and most have used short horizons, it is not surprising that a consistent set 
of findings about whether a new leader can alter corporate performance has 
not emerged. 


CONCLUSIONS 


This study has shown that the performance context of a succession 
event and the origin of a newly appointed leader moderate the relationship 
between the succession and its consequences for performance in large cor- 
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porations. In general, succession conveys negative information to investors. 
However, they seem to revise their expectations of cash flows upward when 
outsiders are appointed to high-performing firms. 

The study has limitations that temper the strength of its findings. It 
focused on one background factor and one dimension of organizational con- 
text while controlling for size. We did not control for the multitude of other 
possible background and context factors but assumed their influence would 
be random. A recent study by Coughlan and Schmidt (1985), however, found 
that stock prices predicted CEO succession only when a predecessor was 
less than 63 years old. Another limitation of the present study is that it used 
chief executives as the units of analysis. Although it is true in most firms that 
the chief executive exerts the most power of any manager, Hambrick and 
Mason (1984) asserted that studying entire management teams may increase 
the predictive strength of a model. Finally, the study followed a stringent 
decision rule when defining origin. Vancil (1987) suggested a less stringent 
rule, whereby appointees with one to five years of tenure in an organization 
were considered outsiders. 

Clearly, there are opportunities for future research. Nonetheless, empir- 
ical analysis of premises concerning executive background characteristics, 
organizational context, and corporate size have been long overdue, and the 
current study made an attempt to test some of those premises. 
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APPENDIX 
Derivation of Beta* 


t t 


ieu) 


Beta, — 


where 


Tei, = log of (1 + return for security i on day t), 

mret, = log of (1 + value-weighted market return on day t), 
mret3, = (mret,_, + mret, + mret,,,) + 3,P and 

N = the number of observations for the year. 


* See the CRSP Daily Excess Returns File for additional detail. 
> This is a three-day moving-average market window. 
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ATTENTIONAL DEMAND AND COST 
RESPONSIBILITY AS STRESSORS 
IN SHOPFLOOR JOBS 
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Two studies were conducted to test for the effects of attentional demand 
and cost responsibility on psychological strain. One was a field exper- 
iment involving operators of computer-based manufacturing equip- 
ment, and the other was a cross-sectional investigation of employees in 
a wide range of jobs. The results showed increased strain only for those 
in jobs high on both attentional demand and cost responsibility. Impli- 
cations for job design for new manufacturing technologies are dis- 
cussed. 


Over the last two decades, the study of job stress has come to occupy a 
central position in industrial and organizational psychology. Comparative 
research examining occupational differences on a variety of strain indexes 
has suggested that employees in blue-collar work are clearly at risk for stress 
(Cooper & Smith, 1985), apparently in large part because of the demands of 
machine-minding and automation. French, Caplan, and Van Harrison 
(1982), for example, in an investigation covering over 20 different groups 
(including supervisors, policemen, tool and die workers, and physicians), 
found that levels of somatic complaints, anxiety, and depression were high- 
est among assembly workers and machine tenders. It is thus appropriate for 
such work to provide a major focus for research. 

Attempts to identify features of shopfloor work that cause strain have 
most frequently focused on factors like repetition, machine-pacing, control, 
skill use, hours of work, environmental conditions, and social relationships 
(Caplan, Cobb, French, Van Harrison, & Pinneau, 1975; Frankenhaeuser & 
Gardell, 1976; Hurrell, 1981; Salvendy & Smith, 1981). Researchers have 
given some consideration to the demands such work places on human at- 
tention (e.g., Cox, 1985; Smith, 1981) but little to the responsibility that 
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accompanies it. Three influences combined to encourage us to consider both 
attentional demand and responsibility as sources of strain among blue-collar 
employees. First, research has generally implicated both as stressors; sec- 
ond, the emerging literature on computer-based technology has suggested 
that attentional demand and responsibility will become increasingly signif- 
icant in shopfloor work; and third, as described in the introduction to the 
first of the two studies to be presented, preliminary exploratory work 
pointed to those elements as psychologically important job demands. 

Within the broad literature on job stress, several investigators have 
pointed to attentional demand and responsibility as determinants of psy- 
chological and physiological well-being (e.g., Warr, 1987). Payne and Rick 
(1986), for example, found that strain among anaesthetists and surgeons 
changed with increases and decreases in allocations of responsibility. Jo- 
hansson and Aronsson (1984) similarly found strain to be associated with 
job complexity and responsibility among white-collar employees. Perhaps 
the most provocative study bringing these two variables together is that 
reported by Cobb and Rose (1973). They found air-traffic controllers suffered 
from unusually high levels of hypertension and peptic ulcers, particularly 
when working in high-density traffic areas. They suggested the joint effect of 
the high attention required and the high cost of error to human life and 
aircraft as causes of the high level of strain found. The important insight of 
this study and of others in the area (Bromet, Dew, Parkinson, & Schulberg, 
1988; Clegg, Wall,.& Kemp, 1987; Karasek, 1979) is that stressors often occur 
simultaneously in work situations, and strain may well result from their 
interactive rather than additive effects (Katz & Kahn, 1978; Landy & Trumbo, 
1980). 

The more general concept of mental workload, now current in the hu- 
man factors literature, reflects a similar notion. In an authoritative review of 
this area, Gopher and Donchin (1986) illustrated the construct effectively by 
analogy to the task of walking along a plank. People cope easily when a 
plank is placed on the ground. 1f it is raised 50 feet in the air, however, 
making the cost of an error much greater, the same objective task becomes 
more difficult to perform and more stressful (Gopher & Donchin, 1986: 41— 
4). The now voluminous literature surrounding the concept of mental work- 
load suggests that it captures a widely applicable notion (for reviews, see 
Gopher & Donchin, 1986; Moray, 1982; and O'Donnell & Eggemeir, 1986). 
More specifically, it is reasonable to hypothesize that attentional demand 
interacts with responsibility to cause psychological strain, 

Clearly, attentional demand and responsibility are applicable to, and 
vary across, all kinds of work. They are thus relevant to understanding stress 
in shopfloor jobs. Concern over the job and psychological implications of 
computer-based manufacturing technology has given interest in this issue 
additional impetus (Carroll, 1981; McCormick, 1981; Wall & Martin, 1987). 
In many industries the use of such technology is now seen as essential] to 
maintaining competitiveness, and the rate of its adoption is accelerating 
(Child, 1984; Sharit, Chang, & Salvendy, 1987). Indeed, it has been estimated 
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that 40 to 50 percent of American employees will deal daily with such 
technology by the end of the century (Giuliano, 1982). Nevertheless, despite 
visions of the fully automated, peopleless factory of the future, it is evident 
that routine use will typically continue to be in the form of human-operated 
stand-alone systems, or “islands of automation.” Numerical control and 
computer-numerical-control machines, or machining centers, and robotic 
installations will be the rule, rather than fully computer-integrated manu- 
facturing, at least for the foreseeable future (Corbett, 1987; Valery, 1987; Wall 
& Kemp, 1987). 

Studies of the effects of computer-based manufacturing RE on 
the work of operators have shown how it can lead to high levels of atten- 
tional demand. The machine involved routinely carries out a machining or 
assembly task, with the operator loading and unloading but spending much 
of the time monitoring. This consideration led Sharit to suggest that “the 
primary need for operators will be as monitors" (1985: 48); similarly, Van 
Cott observed that such technology has “re-arranged man's role from an 
active element to one of passive monitoring" (1985: 1140), and Sharit and 
colleagues argued that ‘“‘many of the components of boredom and stress... 
are based on.the fact that these technologies are designed to require minimal 
(and typically routine) operator intervention, yet their smooth operation 
depends on the operator's alertness and intelligent response to unexpected 
difficulties that develop" (1987: 1720). 

Similar observations have been made with regard to the responsibility 
associated with operating computer-based manufacturing equipment. Zick- 
lin (1987), for example, drew attention to this factor in a detailed case study 
of numerical control (NC) technology: Operators acknowledged the respon- 
sibility they felt to ensure that so expensive a piece of equipment as an NC 
machining centre, which may have cost $500,000 in the late seventies, be 
spared a costly crash because of a malfunction the operator might have 
prevented” (1987: 460). In the same vein, Sinclair concluded: “The operator 
is put in a position of assuming heavy responsibilities for what is essentially 
a monitoring task, where decision points are unpredictable, where the con- 
sequences of decisions can be widespread, and where the consequences 
need to be considered in detail” (1986: 1515). As our first study illustrates, 
those consequences can by very costly in terms of lost production. 

It is thus clear that computer-based manufacturing technology can be 
associated with high levels of attentional demand and cost responsibility for 
operators. Nevertheless, effects are not uniform. Various applications of in- 
formation technology are associated with different levels of demand depend- 
ing, inter alia, on the complexity and reliability of the technology itself, the 
cost of the materials involved, the number of machines an individual opar- 
ates, and the recoverability of errors. The emergence of computer-based tech- 
nology thus provides an important and appropriate context for investigating 
the psychological effects of those variables. At the same time, it is evident 
that attentional demand and cost responsibility arise in shopfloor jobs other 
than those involving computer-based technology. If the two factors of inter- 
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est are important sources of strain, their impact should also be demonstrable 
in this larger context. 

The two studies described in this article thus investigated attentional 
demand and cost responsibility as determinants of strain both for operators 
dealing with computer-based technology and operators dealing with other 
forms of manufacturing technology. More particularly, following the prop- 
osition first put forward by Cobb and Rose (1973), we designed the studies 
to test the hypothesis that psychological strain results from the interaction of 
high attentional demand and high cost responsibility, rather than from either 
factor alone. 


STUDY 1: FIELD EXPERIMENT 
Methods 


Background and respondents. The research was conducted in one plant 
of a large British electronics company. The 400 shopfloor employees on site 
were engaged in making printed circuit boards for micro and mainframe 
computers. Manufacture involved two main types of work: (1) the produc- 
tion of bare boards, with workers using various photographic, chemical, and 
computer-numerical-control—based processes to create the microcircuitry 
and drill holes for the subsequent attachment of parts; and (2) the assembly 
of functional boards, involving the insertion and soldering of components. 
The data for both studies to be reported came from employees engaged in the 
first type of work. 

Our role within the plant was to advise on the development and imple- 
mentation of new technology, with particular regard to job design and su- 
pervisory and management structures. As independent investigators, we ac- 
cepted no fees for this work, guaranteed the confidentiality of individual 
views, and made our reports and recommendations available to both trade 
unions and management. 

The setting for the experiment was the drilling department, where 
boards were prepared for the subsequent insertion of components through 
use of computer-numerical-control machines. Employees dealt with over 
200 types of boards, each involving the accurate drilling of several hundred 
holes, for which up to 20 changes of drill bit were required. The 14 people 
who operated the machines (on two shifts) participated in this study. Their 
average age was 41 years, their mean length of service was 9 years, and 6 were 
women. 

There were nine computer-numerical-control drilling machines in the 
department, all of the same technical specification. Each had four parallel 
drilling heads positioned over a moving base on which the boards were 
placed. The drill heads moved only in a vertical dimension. The different 
drilling patterns and automatic changes of the bits, which were stored in 
pods attached to the base, were achieved by computer control of the. base 
through horizontal dimensions. The operation of the machines involved six 
main tasks: (1) loading parts, stacked up to four high for each drill head, onto 
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the table; (2) placing the required drill bits into the pods (there were eight 
pods per drill head, which meant that for more complex patterns operators 
had to change bits during the run); (3) loading the program; (4) monitoring 
the drilling process and rectifying errors by, for example, manually inserting 
bits not automatically taken up; (5) unloading completed boards; and (6) 
undertaking visual inspection. 

Prior to the experiment, we spent time observing the operators and 
talking to them as they went about their work. This procedure provided 
important insights that informed and guided the subsequent study. Of their 
own volition, operators frequently mentioned the strain of their jobs. The 
received view was that the strain stemmed from the need for operators to pay 
close attention to the details of machine operation, particularly when re- 
quired to run two machines at the same time. Indeed, such double-minding 
had been a bone of contention between management and trade unions, and 
the latter had only reluctantly agreed to the arrangement. If the operators had 
a hidden agenda in cooperating with the research, it was to show that dou- 
ble-minding was undesirable. It was this insight that made us consider at- 
tentional demand as a key variable. To us, however, an equally interesting 
possibility was the responsibility inherent in the work. Although only two 
people mentioned it as a source of strain, it was clear that operator error 
could cause very costly losses in production and was a potential stressor. 
Given the interest in this variable in previous research, we incorporated it 
into our study without making our focus explicit to those involved. 

Research design. The preliminary investigation also revealed two sets of 
circumstances that jointly made a field experiment possible. First, practices 
in the department gave rise to jobs characterized by marked differences in 
attentional demand and cost responsibility. There were four job conditions, 
described in detail below. Second, the drilling department had a weekly job 
rotation system, so each operator worked under each of the job conditions. 
Thus, we were able to use a repeated-measures design to assess the effects of 
the job types while holding constant both shift and individual difference 
factors. 

The four job conditions in the department reflected three of the four 
possible combinations of the factors required to test the hypothesis. The first 
two had the highest level of attentional demand because operators were 
required to cover two machines simultaneously. In one case (condition A), 
however, production scheduling practice meant that the boards drilled were 
all very expensive, multilayer boards with highly complex microcircuitry. 
Drilling was the final stage of the production process. Misalignment of a 
hole, selection of a wrong-sized bit, or a range of other errors caused or 
preventable by an operator would lead to irretrievable damage. The cost of 
such an error could amount to as much as $7,000, and cost responsibility 
was consequently very high. The other case in which operators watched two 
machines (condition B) was, in contrast, characterized by the drilling of 
much cheaper boards. Here, drilling was often the first stage of manufacture, 
with the expensive process of adding circuitry coming later, and the oper- 
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ators’ mistakes could usually be recovered. At worst, an operator error 
would lead to a few hundred dollars worth of lost production. Cost respon- 
sibility was thus much lower than for the first job condition. 

The final two job conditions occurring within the department both in- 
volved much lower levels of attentional demand than the first two because ' 
employees operated only one machine. In both cases, moreover, cost respon- 
sibility was low, as only the cheaper types of board were loaded on the 
machines (as in condition B). We distinguished between the second two job 
conditions, however, because of a potentially important difference. In one 
case (condition C), the machines operated like those used in the two jobs 
previously described. They were programmed to pause at points in their 
cycle when they picked up or put down drill bits, to help operators make the 
necessary checks. In the final case (condition D), the program did not in- 
clude such pauses. Operators thus had to stop the machine at these critical, 
though predictable, times. Their activity was thus more closely tied into the 
cycle of the machine itself, a circumstance we refer to as temporal constraint. 
Operators did not consider this difference in software, which was the result 
of a specification error made when the machine was originally programmed, 
to be of particular significance. We separated this factor out here, however, 
because it could confound the study with regard to its primary focus. 

The naturally occurring experimental conditions were thus A, high at- 
tentional demand and high cost responsibility; B, high attentional demand 
with low cost responsibility; C, low attentional demand with low cost re- 
sponsibility; and D, low attentional demand and low cost responsibility, 
with additional temporal constraint (see Table 2). Clearly, examination of 
strain on operators as they moved between these four conditions allowed 
causal inferences concerning the effects of the job factors involved. Compar- 
ing B and C, for instance, would isolate any main effect of attentional de- 
mand, and comparing C and D would isolate the effect of temporal con- 
straint. The main hypothesis of this study, however, was that psychological 
Strain results from high attentional demand combined with high cost respon- 
sibility. Thus, we predicted that condition A would yield high strain scores 
and that the other three conditions would yield lower ones. Our research, 
however, lacked a complete factorial design in that there was no condition 
combining low attentional demand with high cost responsibility. We discuss 
this issue and how the second study covers the inherent shortcoming later in 
this article. 

Procedures and measures. We administered a short questionnaire to all 
operators as they completed each week of work under each of the four job 
conditions. The questionnaire included five measures of psychological 
strain; Appendix A shows items for all scales developed for this study. Two 
3-item scales measured job-related anxiety and depression (a = 0.68 and 
0.63, respectively). We based these two measures on Warr's (1987) model of 
mental health, which posits two underlying dimensions, positive to negative 
affect and active to passive orientation. Thus, job-related anxiety, for exam- 
ple, is an active but negative state, and contentment a passive but positive 
one. Factor analysis we conducted on data from a larger sample (n = 280) 
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yielded a clear four-factor solution totally consistent with the constructs 
described. We included two single items to measure pressure and worry 
about damaging boards. The 12-item General Health Questionnaire (Gold- 
berg, 1972, 1978) provided the final measure of strain (a — 0.67). This is a 
self-administered screening test, designed to detect minor psychiatric disor- 
ders, that has been shown to be an appropriate general measure of mental 
health in employed people (Banks, Clegg, Jackson, Kemp, Stafford, & Wall, 
1980; Banks & Jackson, 1982; Wall & Clegg, 1981). 

Although the focus of this study was on psychological strain, we 
thought it desirable to also measure other psychological reactions to deter- 
mine whether stress effects obtained were distinguishable from more general 
affective responses. We therefore included three short attitude measures: a 
4-item scale of job satisfaction (a = 0.51) and two 3-item measures of job- 
related enthusiasm and contentment (a = 0.68 and 0.71). The enthusiasm 
and contentment measures were based on Warr's (1987) model. 

Table 1 shows descriptive statistics and average intercorrelations for all 
the scales. As would be expected, the correlation matrix shows moderate 
interrelationships among the strain measures and among the measures of 
satisfaction, contentment, and enthusiasm, with rather weaker, negative as- 
sociations between the two sets of variables. Few of the correlations, how- 
ever, reach statistical significance. 

Statistical analyses. The data were analyzed by one-way repeated mea- 
sures analysis of variance using the Genstat package (Rothamstead Experi- 
mental Station, 1977). We selected this statistical package because it accom- 
modated the small numbers of missing values that arose through absences at 
the time of questionnaire administration and failure to check occasional 
items. Multivariate analyses could not be applied because of the small num- 
ber of respondents. We used Neuman-Keuls procedures to test for the sta- 
tistical significance of differences between conditions. 


TABLE 1 
Descriptive Statistics and Average Zero-Order Correlations 
Between Variables in the Field Experiment*” 


Variables Means s.d. 1 2 3 4 5 6 7 8 
1. Anxiety 6.1 13 (68) 
2. Depression 4.7 1.2 45 (.63) 
3. Pressure 2.9 0.7 41 .36 
4. Worry about 
damage 3.6 0.9 48 21 43 
5. Mental health* 8.3 2.4 DA EN EN 46 (.67) 
6. Job satisfaction 11.5 1.4 30 -.11 -.24 -.05 —.25 (51) 
7. Enthusiasm 6.8 1.9 —.28 -.10 -.49 -—.18 —.36 58 (.68) 
8. Contentment 8.3 23 -49 -—.15 -.38 —.10 -.43 48 71 (71) 


* N = 14; r's > .53 are significant at p < .05. 
> Entries on the diagonal are average internal reliability coefficients (o) for scales. 
* High scores reflect poorer mental health. 
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Results and Discussion 


Table 2 presents the results of the study. A general point to notice is that 
all five indexes of psychological strain show statistically significant differ- 
ences across conditions, whereas the measures of work satisfaction, enthu- 
siasm, and contentment do not. This pattern supports the view that the 
effects of the job variables in question apply to stress reactions but not to 
psychological reactions in general and weakens rival explanations invoking 
general demand characteristics. 

The pattern of differences in strain reactions across the four job condi- 
tions allows three further inferences concerning more particular causes. 
First, temporal constraint can be discounted, as there are no significant 
differences on any measure of strain between conditions C and D. Second, 
there is no evidence for a main effect of attentional demand, as there are no 
differences between conditions B and C (or D). As mentioned earlier, if the 
respondents had any expectation, or vested interest, concerning the results 
of the study, it was to show that operating two machines simultaneously, 
with the attendant high attentional demand, was undesirable. The absence 
of such findings suggests the results were not affected by this demand char- 
acteristic. Finally, it is clear that the substantial effects obtained arise from 


TABLE 2 
Study 1: Psychological Reactions to Four Conditions 
of Computer-Numerical-Control Working? 


Statistical Analyses 
Repeated-Measures 
Work Conditions Analysis of Variance x i an-Keuls 
Variables A B c D F df Comparisons? 
Factors 
Attentional demand High High Low Low 
Cost responsibility High Low Low Low 
Temporal constraint Low Low Low High 
Means for dependent 
measures 
Anxiety 7.7 5.9 5.6 5.4 8.2** 3,23 A > B,C,D 
Depression 5.6 43 49 4.3 9.4** 322 A>BCD;C>B 
Pressure 3.6 2.7 24 2.7 6.2** 3,23 A>B,C,D 
Worry about damage 45 3.3 34 3.2 8.7** 327 A>BC,D 
Mental health* 9.7 7.8 77 7.3 3.7* 3,28 A > B,C,D 
Job satisfaction 11.2 12.0 10.9 12.1 1.3 3,27 
Enthusiasm 6.7 70 7.0 87 0.2 3,24 
Contentment 7.4 88 91 7.9 2.5 3,24 
aN -— 14 


b Neuman-Keuls comparisons were undertaken only where the overall F is statistically 
significant (p « .05). 
° High scores reflect poorer mental health. 
* p « .05 
**p«.01 
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the high scores recorded under condition A, where work was high on both 
attentional demand and cost responsibility. Neuman-Keuls procedures con- 
firmed that after working under these job circumstances employees’ reports 
of job-related anxiety, job-related depression, pressure, worry about damag- 
ing boards, and general mental health were significantly worse than they 
were in all other conditions. Thus, our results implicate the combination of 
high attentional demand and cost responsibility as the cause of the worst 
levels of psychological strain at this site. 

This last finding supports the study’s hypothesis, but interpretation is 
ambiguous. Either, as predicted, the finding reflects the combined effect of 
high attentional demand and high cost responsibility, or it is a result of high 
cost responsibility alone. As mentioned earlier, circumstances did not pro- 
vide the condition (low attentional demand with high cost responsibility) 
necessary to allow us to distinguish between these two interpretations. The 
investigation reported next overcomes this difficulty and in so doing offers 
a second test of the hypothesis covering a wider range of jobs and an alter- 
native methodology. 


STUDY 2: CROSS-SECTIONAL STUDY 
Methods 


Context, respondents, and procedures. The second study was conducted 
in the same electronics plant described earlier and covered all shopfloor 
workers engaged in the manufacture of bare computer boards. Typical jobs 
involved were bonding laminates and copper sheets using presses, photo- 
graphic production of templates for circuitry, chemical etching of circuitry, 
and various chemical cleaning processes. Virtually all the jobs were ma- ` 
chine-assisted. All employees, 30 percent of whom were women, were 
skilled or semiskilled; their average age was 41, and their average length of 
service was 10 years. 

Data were collected as part of a larger survey administered by the au- 
thors and colleagues, during the respondents’ work time, to groups of up to 
50 employees. The questionnaire was completed by 130 individuals, repre- 
senting 83 percent of the workforce and a 97 percent response rate from 
those available at the time. (We omitted two respondents from subsequent 
analyses because of extensive missing data.) It is relevant to note that the 
cross-sectional survey and the field experiment were independent; although 
administered concurrently, the questionnaires differed. The second ques- 
tionnaire’s purpose was to obtain baseline data against which to assess or- 
ganizational change more generally. Neither we as investigators nor the re- 
spondents themselves were aware of the specific hypothesis it would be 
used to test. 

Measures. Appendix A describes the measures in the questionnaire rel- 
evant to the present study. Two scales assessing perceived job characteristics 
paralleled the key independent variables of the field experiment. Atten- 
tional demand (a = .71) had three items. Cost responsibility, covering the 
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cost of errors for both production and machinery, was also measured by a 
3-item scale (a = .74). The dependent measures of job-related anxiety, de- 
pression, enthusiasm, and contentment and the scale of general mental 
health were identical to those in study 1. Their internal reliabilities were 
0.63, 0.73, 0.73, 0.75, and 0.81, respectively. Job satisfaction was measured. 
using Warr, Cook, and Wall’s (1979) 15-item scale (a = .88). Finally, pres- 
sure was measured by a 3-item scale (a = 0.74). 

Table 3, which gives descriptive statistics and intercorrelations for all 
the measures, shows only weak relationships between each of the indepen- 
dent variables and the several dependent variables. There is, however, a 
consistent pattern of moderate correlations among the dependent variables. 
Thus, we needed to exercise caution in interpreting univariate analyses 
where they yielded equivalent patterns of results. 

Statistical analyses. The hypothesis of the second study was again that 
psychological strain results from the combined effect of high attentional 
demand and high cost responsibility. Researchers usually employ moder- 
ated regression analysis (Zedeck, 1971) to test for such interactions. How- 
ever, recent work by Bobko (1986) has shown this procedure to be inappro- 
priate where the expected effect is for only one particular combination of the 
independent variables, the high-high condition in this case, as it leads to 
spurious main effects. Instead, he argued for subgroup analysis with two a 
priori hypothesis-driven contrast tests. The first is to test for differences 
between means across all subgroups predicted not to differ on the dependent 
variable. This procedure will reveal any main or nonspecified interaction 
effects. The second test is for the difference between the focal group, the 
group for which an effect is predicted, and all other subgroups combined. 
Only if the results of the first test are statistically insignificant and the 
second significant is a hypothesis deemed to be supported. 

-Applying this rationale required the formation of four subgroups. We 
achieved that by dividing the respondents at the median for both attentional- 
demand and cost-responsibility scores. For the first stage of analysis, we 
tested for differences in mean scores across three of the resultant subgroups, 
using one-way analysis of variance. The three subgroups included respon- 
dents with low scores on one or both of the two independent variables. In the 
second stage, using t-tests, we tested for differences in means between the 
scores for the focal subgroup (those reporting both high attentional demand 
and high cost responsibility) and the scores for the other three subgoups 
combined. Appendix B further discusses this analytic strategy and the sup- 
plementary analyses conducted. 


Results and Discussion 


Table 4 shows the findings for study 2. As for the field experiment, no 
differences across conditions are evident for job satisfaction, enthusiasm, or 
contentment. Three of the four strain measures, by comparison, follow the 
precise pattern predicted. Results from the first stage of analysis, listed in the 
table as contrast 1, show that when work was low on both attentional de- 
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TABLE 4 
Study 2: Psychological Reactions to Four Conditions of Work* 
ax Stehistical Analyses 
Contrast 1— Contrast 2— 
Subgroups” B,C,D A vs. B,C,D 
Variables A B C D F df t df 
Factors 
Attentional demand High High Low Low 
Cost responsibility High Low High Low 
Means for dependent measures 
Anxiety 7.9 6.5 8.6 5.9 «1.0 2,7 3.9*** 117 
Depression 8.8 6.2 8.7 6.2 <1.0 2,76 0.9 116 
Pressure 9.9 8.6 7.3 7.7 1.3 2,81 3.6*** 122 
Mental health* 11.1 9.2 10.3 9.7 «10 2,7 2.0* 117 
Job satisfaction 59.0 644 60.2 59.6 1.3 2,83 0.8 126 
Enthusiasm 108 104 106 111 <10 2,76 01 114 
Contentment 10.4 9.4 94 101 <10 277 1.2 114 
“N = 128 


> Numbers per subgroup are 42, 23, 29, and 34. 

* High scores reflect poorer mental health. 
*p«.05 

*** p < .001 


mand and cost responsibility or high on only one or the other of these 
characteristics, no demonstrable relationship with reported strain emerged. 
Mean scores across these three conditions did not differ significantly statis- 
tically. Contrast 2, with results for the focal subgroup, however, shows quite 
clearly that when operators experienced jobs as high on both attentional 
demand and cost responsibility, scores for psychological strain were mark- 
edly higher. Operators perceiving this combination of work characteristics 
reported much more pressure, greater job-related anxiety, and worse general 
mental health than did others. Except for the finding for job-related depres- 
sion, these results replicate those from the field experiment and support the 
view that it is the combination of high attentional demand and high cost 
responsibility, rather than either job characteristic alone, that causes stress 
reactions. 

The above findings demonstrate effects for psychological strain but not 
for more general affective responses. Given the interrelationships among the 
strain measures (Table 3), however, it remains unclear whether the results 
reflect three separate outcomes or a more general reaction. To answer this 
question we subjected the data to further analysis. For each of the three 
dependent variables (pressure, anxiety, and mental health) we conducted 
regression analyses in which the other dependent variables were entered 
into the equation followed by a dummy-coded variable for membership in 
the focal condition. These showed an independent effect for job-related anx- 
iety (p « .04) but not for pressure. Inclusion of the other two dependent 
variables fully accounted for the effect for mental health. This result was, of 
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course, to be expected, as the mental health scale used (the GHQ) is designed 
as a general measure covering both anxiety and pressure. Together, these 
findings suggest that the prime effect of high attentional demand combined 
with high cost responsibility is to increase job-related anxiety. 


SUMMARY AND DISCUSSION 


The findings we have described suggest that shopfloor work combining 
high attentional demand with high cost responsibility causes psychological 
strain. Employees working under these conditions reported greater job- 
related anxiety, more pressure, and worse general mental health than their 
counterparts in jobs characterized by other combinations of these indepen- 
dent variables. Moreover, neither main nor additive effects accounted for the 
results. Employees, it seems, coped with either high attentional demand or 
high cost responsibility without discernible strain, but not with both. In 
other words, there was an ordinal interaction between attentional demand 
and cost responsibility. 

Two features of the research strengthen this conclusion. First, we ob- 
tained the findings in two separate but complementary studies using very 
different methodologies. The focused field experiment was based on mani- 
fest differences in the independent variables and short exposure to resultant 
work conditions and, by the nature of its design, provided a sound basis for 
causal inference. The cross-sectional investigation, in contrast, used per- 
ceived measures of the job characteristics assessed, covered longer periods 
of exposure, included a much wider range of jobs, and allowed a more 
complete test of the predicted interaction effect. The replication of findings 
through such methodologically different studies indicates that the findings 
are robust. 

The second strength of the present research arises from the absence of 
effects for job satisfaction, job-related enthusiasm, or contentment. This ab- 
sence suggests the results obtained are specific to psychological strain, 
rather than representative of a more generalized affective response. Equally 
important, the absence of those effects weakens alternative explanations 
invoking demand characteristics or, for the cross-sectional study, common 
method variance. Indeed, demand characteristics are unlikely to have 
played a significant part in the investigations, and this is so for two further 
reasons. First, in neither study were respondents aware of the specific hy- 
pothesis under investigation; and second, in study 1, where the respondents 
might have wished to demonstrate an effect of attentional demand, we did 
not obtain such an effect. Given the particular difficulties of field research, 
these two studies combine to provide high internal validity. 

We turn now to the wider implications of the findings. An initial point 
to note is that they highlight a potential source of strain in blue-collar jobs 
that hitherto has been relatively neglected. Two main approaches have 
guided research on shopfloor work and psychological well-being: (1) job 
stress research, which emphasizes different independent variables, such as 
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repetition, pacing, and control (e.g., Smith, 1981), and (2) job design theory, 
which emphasizes parallel job properties, such as variety and autonomy, 
and does not explicitly include psychological strain among its outcome vari- 
ables (e.g., Hackman & Oldham, 1976). Even those who have extended tra- 
ditional job design theory to cover strain and mental health have not con- 
sidered the attentional and responsibility demands of shopfloor work (Al- 
calay & Pasick, 1983; Kornhauser; 1965; Wall, Kemp, Jackson, & Clegg, 
1986). Both approaches might benefit from accommodating the additional 
job characteristics considered in this research. 

A second general point concerns the form of explanation underlying 
existing psychological theory and research on shopfloor work. To date, main 
effects models have dominated such research, with some.associated (but 
weakly supported) corollaries about the moderating effects of individual 
differences playing a role. Outside the human performance and social sup- 
port literatures, little attention has been paid to interactional, or combina- 
torial, formulations, especially ones that focus on the ordinal interactions, or 
“superadditive effects" (Landy & Trumbo, 1980), between environmental 
demands. The present research, along with Karasek's (1979) work and recent 
research by Broadbent (1986) and Clegg and colleagues (1987), suggests such 
an approach may usefully complement the more traditional perspective. 

‘From a practical point of view, the results have a number of implica- 
tions. Most obviously, they suggest a need to consider the levels of atten- 
tional demand and cost responsibility in shopfloor jobs. Where high levels 
occur separately, there seems little cause for concern. However, when high 
levels on both factors occur together, action may be warranted. A number of 
strategies might be adopted. Where high cost responsibility is unavoidable, 
attentional demand can be limited either through the use of automatic mon- 
itoring devices or by designing jobs to limit the amount of monitoring re- 
quired of individuals. Correspondingly, where attentional demand is high, 
cost responsibility can often be reduced, either through job design choices or 
by technological means. The particular method employed to avoid the cooc- 
currence of high attentional demand and high cost responsibility is in many 
ways incidental and will obviously vary according to circumstances. It is the 
underlying principle that is important. 

This principle becomes particularly salient in the context of new man- 
ufacturing technology. Although some existing shopfloor jobs undoubtedly 
combine high attentional demand with high cost responsibility, the large 
majority do not. The history of job design is one of work simplification and 
minimization of the opportunity to make costly errors. Many applications of 
computer-based technology, in contrast, lead to jobs characterized by pre- 
cisely the conditions of present concern. As discussed in the introduction to 
this article, the operation of such technology often requires close attention 
under conditions in which errors are very costly. More generally, it can 
promote an unforgiving or unkind work environment as “defined by the fact 
that it is not possible for a man to correct the effects of inappropriate vari- 
ations in performance before they lead to unacceptable consequences" (Ras- 
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mussen, 1986: 25). Such circumstances, however, are not, ah inevitable out- 
come of computer-based manufacturing technology. Psychological findings 
of the kind reported here could contribute to the design and implementation 
of such systems and thus minimize their potentially harmful effects. 

Of course, our discussion of the wider implications of the present find- 
ings rests on the assumption of their generalizability. There is some support 
for this view. The findings in the field experiment relate to computér- 
numerical-control technology typical of that widely used in manufacturing; 
the cross-sectional study showed equivalent results for a broad range of 
technology and jobs; and the general literature implicates attentional de- 
mand and responsibility as joint determinants of psychological strain in 
other contexts. Nevertheless, we cannot yet confidently assume external 
validity. To the best of our knowledge, this is the only investigation of 
attentional demand and cost responsibility as stressors in blue-collar work. 
As such, it needs corroboration from other shopfloor studies. Without such 
support, we cannot rule out the possibility that the present findings are 
unique to the particular setting, where, because of the nature of the product, 
the need for close monitoring and the cost of operator error could be unusu- 
ally marked. 
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APPENDIX A 
Measures 


Field experiment. The questionnaire used in this study included the following five scales 
and two single-item measures. Each item had an appropriately worded 5-point response format. 

The anxiety scale had three items: How much of the time this week has your job made you 
feel—tense? frustrated? anxious? 

The depression, enthusiasm, and contentment scales followed the same wording, and their 
respective items were miserable? depressed? gloomy?; keen? lively? enthusiastic?; calm? con- 
tented? relaxed? 

The job satisfaction scale had four items: To what extent over the last week did you 
feel—frustrated? (reverse-scored), satisfied? interested? challenged? 

The two single-item measures of pressure and worry about damaging boards were: To 
what extent do you feel under pressure at work? To what extent do you worry about damaging 
8 board? 

Cross-sectional study. The additional measures used in the cross-sectional study are de- 
scribed below. Each item had a 5-point response format. 
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Attentional demand was measured by three items: To what extent—do you have to con- 
centrate while working? do you need to inspect your work closely? do you have to react quickly 
to prevent problems arising? 

Cost responsibility was also measured by three items: To what extent—could an error on 
your part cause immediate and expensive damage to production? are you responsible for valu- 
able products? are you responsible for valuable machinery? 

The pressure scale had three items: To what extent—are you under constant pressure at 
work? do you find work piles up faster than you can complete it? do you have to work faster 
than you would like? 


H 


APPENDIX B 
Statistical Analyses 


Bobko's (1986) procedure for analyzing interaction effects is appropriate in many circum- 
stances. However, it does have a potential weakness. The first stage of analysis is based on a 
partial data set and involves a two-tailed test of statistical significance, whereas the second stage 
makes use ofthe total data set and a one-tailed test. As a consequence, where there is a direct 
but weak effect of one or both independent variables on the outcome variable, the procedure is 
biased in favor of yielding a predicted interaction effect. The weak direct effect could fall just 
short of statistical significance in stage one, using the less.sensitive two-tailed test with the 
reduced data set, but exceed conventional levels at stage two, with the more sensitive one-tailed 
test on the larger data set. In this way, a main effect could be erroneously interpreted as an 
interaction effect (Cronbach, 1987). 

To guard against this particular danger, we subjected the data to supplementary statistical 
analysis, conducting regression analyses in two stages for each dependent variable. At the first 
stage, limited to respondents in the three subgroups predicted not to differ, we entered the two 
continuous independent variables first into the equation, followed by dummy-coded scores for 
group membership. The prediction was that group membership would account for no signifi- 
cant variance in the dependent variable above that accounted for by the main effects. In the 
second stage, drawing on the total data set, we entered the two independent variables into the 
‘regression equation followed by a dummy-coded score for membership in the focal condition, 
high attentional demand or high cost responsibility. The prediction here was that group mem- 
bership would account for variance in the dependent variable above that explained by the main 
effects. In essence, this procedure is moderated regression analysis modified to test more di- 
rectly the particular form of interaction predicted. The results from these supplementary anal- 
yses were equivalent to those from the primary analyses and consequently are not reported in 
the text. 
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ABILITY AND EFFORT ATTRIBUTIONS: DO THEY 
AFFECT HOW MANAGERS COMMUNICATE 
PERFORMANCE FEEDBACK INFORMATION? 


. KATHLEEN WATSON DUGAN 
Butler University 


Patterns of performance feedback communication were studied using 
laboratory simulations. The data indicate that a consistent relational 
communication pattern, or script, was associated with feedback ses- 
sions on poor performance. However, managers’ initial attributions of 
effort or ability as the reason for subordinates' poor performance in- 
fluenced how they defined their role within the script and thereby con- 
trolled the flow of interaction. The nature of the control patterns dyad 
members used was related to the degree of change in initial attributions, 
salary decisions, and performance assessments. 


Appraising performance and conducting feedback sessions with subor- 
dinates is regarded as an essential managerial activity. One important area of 
research on appraisal concerns attribution processes and their influence on 
performance judgments (Dobbins, 1985; Feldman, 1981; Heerwagen, Beach, 
& Mitchell, 1985; Weiner, 1985) and on the feedback interaction between 
manager and subordinate (Donnellon, Gioia, & Sims, 1983; Gioia & Poole, 
1984; Gioia & Sims, 1986). 

Drawing on attribution theory, Green and Mitchell (1979) developed a 
model that attempts to describe the processes of evaluating and responding 
to subordinate performance. This model suggests that managers (1) engage in 
a diagnosis phase during which they try to determine the cause of poor 
performance and (2) decide what feedback message to convey. Support for 
this model has been fairly consistent (Green & Liden, 1980; Green & Mitchell, 
1979; Mitchell & Kalb, 1982; Wood & Mitchell, 1981). However, the model 
does not incorporate the fact that the diagnosis phase may be an interactive 
process in which feedback allows an exchange of information through which 
a manager can seek out the cause of a subordinate’s success or failure. For 
example, a major finding of the Gioia and Sims study was “that managers do 
not often make overt, verbal attributions when personally interacting with 
subordinates; rather they engage in attribution-seéking behavior, and have 
the subordinates make verbal attributions” (1986: 221). Thus, information 
provided during a feedback session can modify a manager's preconceived 
performance attributions. 

Of particular interest are feedback sessions that occur when subordi- 
nates are performing poorly. The diagnostic task of the manager faced with 
poor performance is to determine why in order to select an appropriate 
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corrective response (Heerwagen et al., 1985; Weiner, 1985). This study there- 
fore had two primary interests: (1) whether managers’ initial attributions of 
the causes for poor performance influence the kind of feedback communi- 
cation pattern that develops in feedback sessions and (2) what effect feed- 
back sessions have on managers’ subsequent attributions, performance eval- 
uations, and salary decisions. 


THEORETICAL BACKGROUND AND RESEARCH QUESTIONS 
Attributions 


Research on the perceived causes of performance has suggested that 
attributions vary along an internal-external dimension. People believe that 
either characteristics of an individual or of a situation account for perfor- 
mance level (Rotter, 1966). Respectively called internal attribution and ex- 
ternal attribution, these beliefs define the locus of attribution. Causal attri- 
butions have been further categorized on the basis of stability and control- 
lability (Weiner, 1979). Ability and task difficulty are relatively stable over 
time, and specific effort and luck are relatively unstable over time. Control- 
lability refers to the degree of influence that an individual can exert over a 
cause. Effort is considered controllable, and a person’s mood or luck, un- 
controllable. The combined dimensions of locus, stability, and controllabil- 
ity result in an eight-cell matrix. Figure 1 shows the eight attributions, which 
are based on Gioia and Sims’s (1986) translations of Weiner’s (1979) attribu- 
tions to categories appropriate to organizational settings. The primary focus 
in this study was on the internal attributions of specific effort and ability and 
the external attribution of task difficulty. I chose these because Weiner 
(1974) found that effort, ability, and task difficulty were the most salient 
attributions for poor performance. i 

Research has indicated that a manager’s behavior toward a subordinate 
will differ depending on whether the manager makes an internal or external 
attribution of the cause of poor performance (Green & Mitchell, 1979). For 
example, laboratory studies involving student subjects have concluded that 
when managers attribute subordinate performance to internal causes (ability 
or effort), they are more likely to hold the subordinates responsible for that . 


FIGURE 1 
The Eight-Cell Attribution Matrix? 
Internal Locus External Locus 
Control Stable Unstable Stable Unstable 
Uncontrollable Ability . Mood Task Luck 
difficulty 
` Controllable Typical Specific Supervision Dependence 

effort effort 


a Adapted from Gioia and Sims (1986:199). 
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performance (Dobbins, 1985; Dobbins, Pence, Orban, & Sgro, 1983). Green 
and Liden (1980) found that more punitive policy sanctions were chosen for 
the same performance level when attributions were made to internal rather 
than external causes. ; 
Within the internal attribution category, there are important distinc- 
tions. Even though both ability and effort are seen as dispositional, ability is 
a stable disposition that, as Hastorf, Schneider, and Polefka (1970) suggested, 
: has greater primacy as a perceived internal cause of behavior than does 
effort. Research has shown that effort attributions lead to a more favorable 
reaction to good performance than ability attributions (Weiner & Kukla, 
1970). Rothbart (1968) found that supervisors chose more severe disciplin- 
ary actions when they believed a subordinate performed poorly because of 
.lack of effort rather than lack of ability. Knowlton and Mitchell (1980) found 
that effort attributions led to more extreme performance evaluations, both 
positive and negative, than did ability attributions. These studies were based 
on managerial attributions without feedback interaction between managers 
and subordinates. 

The first research question this study investigated was the following: 
Prior to discussion with subordinates, do managers who attribute a subor- 
dinate's poor performance to lack of effort make more punitive salary deci- 
sions than managers who attribute a subordinate's poor performance to lack 
of ability? 

The present study sought to investigate the relationship between man- 
agers' initial attributions regarding the cause of subordinates' performance 
and the nature and effect of manager-subordinate feedback communication 
on subsequent performance evaluations. A premise was that it is common 
for managers and subordinates to enter a feedback discussion with differing 
perceptions of the cause of poor subordinate performance. Typically, man- 
agers initially attribute behavior to an internal cause, such as ability or effort, 
and subordinates attribute their behavior to an external cause, such as luck 
or task difficulty (Green & Mitchell, 1979; Heerwagen et al., 1985; Jones & 
Nisbett, 1972; Mitchell, 1982; Weiner, 1985). This study manipulated attri- 
butions so that managers attributed poor performance to internal causes of 
effort or ability and subordinates attributed it to the external cause of task 
difficulty. 

Communication Patterns Related to Attributions 


This study also focused on the actual verbal behaviors of managers and 
subordinates during feedback sessions. Mitchell (1982) pointed out that be- 
haviors have not often been studied as dependent variables in attribution 
research; Gioia and Sims (1986) is a notable exception. In studies that have 
looked at the consequences of attribution, the dependent variables have 
tended to be feelings, attitudes, and expectations (Kelley & Mikela, 1980). 
Mitchell (1982) argued that although it is more difficult to study actual 
behavior, measures of attitudes and expectations are poor substitutes for 
action. 
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Not only is it important to focus on actual communication behávior 
rather than on attitudes and expectations, but the methodology used must 
account for the reciprocal influence of managers' and subordinates' language 
on each other's choice of behavior. Sims and Manz (1984) emphasized the 
need to study leadership as a ‘“‘mutual-causal” relationship in which both 
leader and subordinate influence each other in a system of reciprocal deter- 
minism. Their study indicated that the performance of subordinates influ- 
enced leaders' verbal behavior. They called for future investigations in 
which the behaviors of both managers and subordinates would be viewed 
simultaneously as both causes and results. 

My previous research (Watson 1982a,b) suggested a methodology that 
captures reciprocal determinism through the study of communication ex- 
changes. The model for analysis suggested in that work uses a transaction — 
the paired exchange of two messages—-as the basic unit of analysis. This 
methodology patterns the interactive behavior of individuals in terms of 
probabilistic recurring sequences. Thus, the data obtained reflect the prob- 
ability that a subsequent behavior will occur, given knowledge of the im- 
mediately preceding behavior. The method allows analysis of reciprocal 
influence by comparing a subordinate's response to a manager's verbal be- 
havior with the manager's response to that same verbal behavior exhibited 
by the subordinate. 

The systern used to categorize the verbal behavior studied can focus on 
either the content or the relationship dimension of the communication. The 
content dimension focuses on information or issues. The relationship aspect 
focuses on linguistic form, specifically, the manner in which a communica- 
tor interprets his or her relationship with the other person in the discussion 
in terms of levels of control (Watzlawick, Beavin, & Jackson, 1967). Gronn 
(1983) used linguistic analysis to show how talk is central to the achieve- 
ment of control. He concluded that “the power to control must be worked at 
linguistically and worked at never-endingly as an ongoing everyday activ- 
ity" (Gronn, 1983: 20). The methodology suggested by my previous work 
(Watson, 1982b) combined with a relational control categorization system 
allowed analysis of the reciprocal influence process in terms of control. 
Gioia and Sims (1986) found that verbal behavior differed with poor and 
good performance. This study held constant both the subordinates' attribu- 
tion and performance level, focusing on expected differences in the form, 
not the content, of verbal behavior when managers made internal attribu- 
tions to effort rather than to ability. Thus, the second research question was: 
In response to subordinate poor performance, does a manager's attribution to 
lack of effort rather than to lack of ability affect the relational communication 
patterns of the dyad members during performance feedback sessions? 


Communications Patterns Related to Role 


Hewes (1979) argued strongly that the study of communication behavior 
should not disregard who— manager or subordinate— engages in a behavior. 
My more recent study (Watson, 19828) found significant differences between 


1989 Dugan 91 


leader and subordinate communicative behaviors during goal setting. Don- 
nellon and colleagues (1983) suggested that there are differences between 
managers and subordinates because certain roles carry with them an implied 
message about how to behave. In this study, subjects were expected to play 
out the "script" associated with the role of manager or the role of subordi- 
nate (Donnellon et al., 1983). Drake and Moberg (1986) suggested that people 
use language to calibrate their power in a dyad. They argued that the.form of 
language, as opposed to the content alone, is role relative, citing the example 
of a doctoral student using a different form of language when making a 
request of a department head or a typist. Those arguments motivated the 
study's third research question: Do the relational communication patterns of 
managers and subordinates differ as a function of their roles? 


Communication Patterns Related to the Interaction 
of Role and Attributions 


Martinko and Gardner (1987) proposed an interactive model of the 
leader-member attributional process, arguing that both leaders and members 
make causal attributions and that the simultaneous influence of both sets of 
attributions must be accounted for in explaining subsequent behavior. For 
example, they predicted a subordinate response of performance deficits 
when a leader has attributed poor performance to lack of ability but a sub- 
ordinate has made an attribution to task difficulty. In contrast, if a leader 
attributes poor performance to task difficulty and a subordinate attributes it 
to lack of ability, the subordinate response is learned helplessness (Martinko 
& Gardner, 1982). Thus, outcomes differ depending on hów role and attri- 
bution are combined. 

Linking Martinko and Gardner's (1987) interactive attribution model 
with the linguistic form approach of Drake and Moberg (1986), I would 
expect both dyad members' roles and their initial attributions to temper how 
they use language to define their power in a dyad. That is, leaders have a 
unique role to:play, but their attribution of subordinate performance to lack 
of effort or to lack of ability will temper their definition of'the leadership 
role. Their role during a feedback session may differ depending on whether 
they think they can change the subordinate's future performance or not. In 
the first case, the attribution would be to an unstable cause like effort; in the 
second, to a cause that appears less subject to the subordinate’s control, such 
as ability. For the leader, that attribution refines the script for the feedback 
session; however, as Martinko and Gardner (1987) suggested, the subordi- 
nate's attribution simultaneously defines the script. These theoretical ideas 
induced this study's fourth question: Do initial attributions have an effect on 
the manger in which a manager and subordinate define their roles within a 
dyad? 


Post-interaction Changes 


Some previous research has suggested that leniency in performànce 
assessments and salary decisions is likely after face-to-face interaction be- 
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tween managers and subordinates (Cascio, 1982; Carroll & Schneier, 1982; 
Gioia & Sims, 1986). If the leniency effect occurs, managers will give higher 
performance ratings, award higher salaries, and shift attributions to external 
causes following interactions with subordinates. When performance is poor, 
feedback sessions give subordinates an opportunity to offer a self-serving 
rationale for their performance. Gioia and Sims's (1986) empirical study 
found the leniency effect following interaction sessions under conditions of 
both subordinate failure and success. 

In this study, it was expected that both parties' attributions would 
change as a consequence of the information exchanged during a face-to-face 
interaction. Subordinates were expected to communicate things about their 
behavior that were inconsistent with the managers' attributions because the 
subordinates' preinteraction attribution would be to task difficulty, an ex- 
ternal cause. If each of the parties in a dyadic interaction acts as a causal 
influence on the other, managerial attributions to task difficulty and subor- 
dinate attributions to the internal causes of ability or effort should increase. 
Thus, the fifth research question was whether the relational communication 
patterns used during feedback sessions affect initia] manager and subordi- 
nate attributions and performance and salary decisions. 


METHODS 
Subjects and Procedures 


Subjects for the study were 52 M.B.A. students enrolled in a graduate- 
level organizational behavior course. The 26 subjects assigned the role of 
manager had a minimum of one year full-time work experience in which 
they had provided performance feedback to at least two subordinates. They 
were randomly paired with the remaining subjects to form 26 manager- 
subordinate dyads. 

Each dyad reported to an office-type setting equipped with videotape 
facilities. All subjects received a scenario that gave background information 
on both their partner’s and their own roles. This information was always the 
same. The second page gave data on the subordinate’s performance relative 
to three goals set six months earlier. All scenarios indicated that the subor- 
dinate had fallen short of accomplishing the goals. Because people have a 
natural tendency to attribute their own failure to external causes {Jones & 
Davis, 1965), all subordinates received scenarios attributing poor perfor- 
mance to task difficulty. Because observers tend to attribute another’s failure 
to internal causes (Heerwagen et al., 1985; Jones, 1979), managers weré ran- 
domly given scenarios suggesting either a lack of effort or a lack of ability as 
an attribution. 

Each manager and subordinate dyad then met to discuss the subordi- 
nate's performance. Both individuals were instructed that by the end of the 
performance review session, the manager must announce a salary decision. 
Subjects were told that a half hour was available for the feedback session. 
The sessions were allowed to end naturally, with most of the dyads using the 
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full 30 minutes; the shortest time was 22 minutes. All the feedback sessions 
were videotaped. 


Measures 


Pretest. After reading the scenario but prior to the discussion, each 
manager and subordinate filled out a pretest questionnaire that asked them 
to rate the subordinate's performance on the objectives and indicate the 
extent to which they agreed that each of eight attributions (Figure 1) was a 
likely cause of the subordinate's performance. The response format was a 
7-point scale ranging from 1, strongly disagree, to 7, strongly agree. Managers 
were asked to indicate the salary they would recommend for the subordi- 
nate, given as parameters that a 5 percent increase was considered average 
and a 12 percent increase was considered outstanding. Subordinates were 
asked to indicate what salary they felt they deserved under the same param- 
eters. 

Communication. All videotaped data from the feedback sessions were 
coded with a relational coding scheme developed by Ellis (1976). Ellis drew 
on Bateson's (1958) conceptualization of relational communication as a 
function of attempts to be dominant (one-up), attempts to be submissive 
(one-down), and attempts to be equivalent (one-across). The system coded 
each act—an uninterrupted speech— into five mutually exclusive and ex- 
haustive categories defining the type of control message conveyed: (1) Dom- 
inance is an attempt to severely restrict another's behavioral options. Exam- 
ples are an abrupt topic change, disconfirmation of a previous comment, an 
ideational or personal challenge, and refusal of personal support. (2) Struc- 
turing is an attempt to restrict another's behavioral options but to leave some 
options open, such as disagreement. Examples include opinions asserted in 
response to a request for an opinion, ideational extensions, procedural di- 
rections, disagreement, and justification. (3) Equivalence is an attempt at 
mutual identification; it is an interactional mode in which an individual 
does not seek to control the flow of interaction. Expressions of understand- 
ing and conditional agreement are examples. (4) Deference is willingness to 
relinquish some behavioral options to another while retaining some choice 
of options. Simple agreement and seeking information or an opinion are 
examples. (5) Submissiveness is willingness to relinquish behavioral op- 
tions to another and to retain little choice. Offering personal support and not 
extending an idea are examples. Ellis (1976) and Watson (1982a) have fully 
described the coding system, and Folger and Sillars (1977) and Ellis (1976) 
have supported its validity. 

Two research assistants were trained in the use of the categorization 
system through the use of videotaped data from a similar research study on 
performance feedback (Watson, 1983). Guetzkow's (1950) formula yielded 
an intercoder reliability on 150 units of that data of .86 (p « .01). One trained 
coder then coded all data for this study directly from tbe videotapes. After 
half the data had been coded, a test for reliability indicated that it remained 
at an acceptable level (.81, p « .01). The total number of acts produced in the 
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26 dyadic feedback sessions was 1,711. Each act was assigned a code to 
indicate speaker, with 1. for managers and 2 for subordinates. 

The coded data were transformed into matrixes in which successive 
pairs of communication acts formed two-way contingency tables, each cell 
representing the frequency and transitional probability of the occurrence of 
act B given act A. When speaker is not taken into consideration, under the 
five-category coding scheme all possible transactions result in a 25-cell ma- 
trix. Of the 1,711 coded acts, the coder assigned only 12 to the dominance 
and submissiveness categories. Therefore, the 5 acts coded for dominance 
and the 7 acts coded for submissiveness were recoded as structuring and 
deference, respectively. This is consistent with the three-category relational 
communication coding schemes originally conceptualized by Bateson 
(1958), used by Rogers and Farace (1975), and reviewed in the relational 
communication literature by Parks (1977). The resultant 9-cell matrix elim- 
inates a large number of cells with zero observations.! In all, 26 matrixes 
were compiled, one for each dyad. 

Each dyad matrix represents the mapping of transactional patterns as 
they unfolded over the course of the performance feedback session. Each 
message is treated as both a response to the preceding message and a stim- 
ulus for the message that follows. The total number of transactions for each 
dyad is the total number of acts minus one. 

` Post-test questionnaires. Following the videotaped sessions, all subjects 
filled out post-interaction questionnaires. The post-test questionnaire asked 
them to rate the subordinates' performance on the objectives and indicate . 
the degree to which they felt the subordinates' poor performance was due to 
lack of ability, typical effort, specific effort, job difficulty, luck, dependence 
on others, management supervision, and recent mood. Managers were asked 
to indicate the salary decision they made, and subordinates were asked to 
indicate the salary decision they felt they deserved. 


Analysis of Communication Data 


Differences in communication patterns were analyzed by comparing the 
data matrixes that portrayed the relational control patterns the dyads used. 
Icreated a composite of all interaction data from thé feedback sessions (total 
transactions — 1,685) and then divided it into subsets; the division depen- 
ded on the research question under examination. 

Differences between attribution conditions. Interaction data for the 13 
dyads whose managers entered the feedback sessions attributing poor per- 
formance to lack of ability were combined into one composite matrix (N — 
959); all interaction data for the 13 dyads whose managers entered with 
attributions to lack of effort were combined to form a second composite 
matrix (N = 726). I tested for differences between interaction patterns under 
the ability and effort attributions using Kullback, Kupperman, and Ku’s 


* For an example of the data configuration, see Table 2. 
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(1962) test for the homogeneity of several realizations of Markov chains. This 
method tests the null hypothesis that transition matrixes of data subsets are 
not significantly different from the transition probabilities of the complete 
matrix. To conduct the test, I compared each of the two data subgroups, the 
ability-attribution condition and the effort-attribution condition, with all the 
data combined to obtain a chi-square statistic. Thus, the observed behavior 
was compared with the expected behavior, represented by the matrix of 
transition probabilities with attribution condition and speaker disregarded. 

If significant differences between subgroups emerged, I compared the 
probabilities of responses given particular antecedent behaviors. Differences 
between the transitional probabilities were tested cell-by-cell with a signif- 
icant difference-in-proportion test (Ferguson, 1971: 160—162). Differences in 
transitional probabilities indicated which transactions contributed to lack of 
homogeneity between subgroups. 

Differences due to role. Differences in how managers differentiated their 
roles in the dyads were tested using the role differentiation analysis outlined 
in my previous research (Watson, 1982b). This methodology allows identi- 
fication of who is initiating a given communicative behavior and the nature 
of their partner's response. Role differentiation analysis can indicate if the 
communicative responses of a subordinate differ from those of a manager. 

Methodologically, I tested manager-subordinate differences by creating 
subsets called speaker matrixes. In the first matrix, the antecedent act is 
always a manager’s and the subsequent act is always subordinate’s (N = 
842); in the second, a subordinate’s act is antecedent and a manager’s is 
subsequent (N = 843). The two matrixes each had half the transactions 
(1,685) produced in the feedback sessions. I compared the manager and 
subordinate matrixes using the same statistical analyses used for the ability 
and effort matrixes. 

Differences due to the combined effect of attribution and role. To test 
whether managers behave differently when their initial attribution is to ef- 
fort rather than to ability, I created four speaker matrixes, a set for the effort- 
attribution dyads and a set for the ability-attribution dyads. A test of homo- 
geneity was used (Kullback et al., 1962) to compare all four matrixes; a 
significant chi-square would indicate that the subsets of data that simulta- 
neously reflected role and attribution presented a pattern that significantly 
differed from the pattern of the feedback sessions in general. Given signifi- 
cant differences across all four matrixes, I performed further homogeneity 
tests to determine if roles were differentiated within each of the attribution 
conditions. The two speaker matrixes of the effort-attribution dyads were 
compared to all the data for those dyads; likewise, a homogeneity test was 
conducted for the ability-attribution dyads. 


. RESULTS 
Manipulation Checks 


A check on the attribution information given in the scenarios was made 
by comparing the pretest questionnaire data of managers in the ability and 
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TABLE 1 
Managers’ Pretest Attributions and Performance Assessments 
oa a2 ee 
Ability Effort 
Variables Attribution Attribution t 
Ability 5.38 2.77 5.49*** 
Typical effort 3.08 4.31 —2.65* 
Specific effort 3.38 5.31 —3.90*** 
Task difficulty 5.15 4.38 140 
Luck 2.23 3.31 —3.08** 
Dependence 4.82 4.02 0.00 
Supervision 4.69 4.00 1.29 
Mood 4.07 4.54 —1.13 
Performance 3.08 3.38 —1.03 
a N = 13 in both the ability- and effort-attribution conditions. 
*p«.05 
**p«.01 
*** p < .001 


the effort conditions. Table 1 shows the differences. As expected, managers 
making attributions to ability gave significantly higher ratings to lack of 
ability as the cause of subordinate performance. Managers in the effort- 
attribution condition gave significantly higher ratings to typical effort, spe- 
cific effort, and luck as causal influences on subordinate performance. There 
were no significant differences for attributions to job difficulty, dependence 
on others, supervision, or recent mood.? The mean scores in Table 1 indicate 
the overall pattern of attributions. The manipulated attribution had the high- 
est mean value in each condition, but task difficulty, dependence, and su- 
pervision also had high mean scores. This result is not surprising because 
the goals portrayed in the scenarios were difficult, and accomplishment of 
one goal required assistance from a support department. A likely reason the 
mean score on typical effort was lower than those on task difficulty and 
dependence for managers whose attribution was to effort was that the sce- 
narios given to all subjects indicated the subordinate's work history showed 
both good and poor performance. Only managers in the effort-attribution 
condition received information about specific effort in the last six months, 
which influenced them to rate typical effort significantly higher than did the 
managers in the ability-attribution condition. 

Importantly, there were no significant differences between the ability- 
and effort-attribution conditions on rating subordinate performance on the 
three objectives. This absence of differences was expected since the scenar- 
ios indicated the same level of goal accomplishment; only the attributions 


* The recent-mood questions were dropped from further analysis because many subjects 
indicated they were unable to answer since they had no information regarding recent mood. 
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differed in the two scenarios. An overall mean performance rating of 3.23 on 
a 7-point scale indicates that the manipulation of performance level was 
successful. 


Question 1: Differences in Salary Decisions 


A comparison of the pretest salary decisions reveals an average 5.78 
percent salary increase for the ability scenario and a 4.54 percent increase for 
the effort scenario. A one-tailed t-test (t = 1.64, df = 24, p = .056) shows the 
results were in the expected direction: when poor performance was attrib- 
uted to lack of effort, decisions were more punitive. This finding is consis- 
tent with earlier findings by Rothbart (1968), Weiner and Kukla (1970), and 
Knowlton and Mitchell (1980). 


Question 2: Differences in Communicative Behavior 


Differences in dyadic communication patterns under the effort- and 
ability-attribution conditions were tested by analyzing profiles of the inter- 
actions during the videotaped feedback sessions, as coded with the rela- 
tional coding scheme. Composite matrixes of the data for the two conditions 
were tested for homogeneity (Kullback et al., 1962). Table 2 shows the results 
of the analysis, which supported the assumption of homogeneity (x^ = 6.86, 
df = 6, n.s.). 

The transitional probabilities in the data subsets are the same as would 
be expected of all subjects. The performance feedback sessions appeared to 
be similar whether the subjects acting as managers attributed subordinates’ 
poor performance to lack of effort or to lack of ability. This finding is con- 
trary to expectations. 


Question 3: Differences in Communication Patterns Due to Role 


Table 3 shows the data array for the speaker matrixes, which reflect role 
but not attribution condition. A test for the homogeneity of the speaker 
matrixes revealed significant differences between manager and subordinate 
responses (x? = 31.73, df = 6, p < .001), indicating that the role held by a 
dyad member influences choice of communication response. Because the 
role differences were significant, I analyzed the differences by comparing the 
transitional probabilities. The far right of Table 3 shows the results of this 
analysis. When their partner initiated a structuring act, managers were sig- 
nificantly more likely to respond with structuring (z = — 1.59, p < .05) than 
their subordinates, and subordinates were significantly more likely to re- 
spond with deference when compared with their managers (z = 1.75, p < 
.05). Previous research has considered managers’ structuring responses to be 
a resistance pattern (Courtright, Millar, & Rogers-Millar, 1979) in which a 
manager counters a subordinate’s attempt to control an interaction with a 
like attempt at structuring. In contrast, the structuring-deference interaction 
is a compliance transaction (Courtright et al., 1979). Watzlawick and col- 
leagues (1967) saw such interactions as representing the maximum differ- 
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ence in power and control. In this case, a manager defined a relationship 
(structuring), and a subordinate accepted it (deference). 

Equivalence is a neutralizing or control-leveling act that circumvents 
either the acceptance or assertion of relational control (Parks, 1977). When a 
subject initiated equivalence, structuring was the most likely response from 
the other party. However, subordinates were significantly more likely than 
their managers to extend equivalence with more equivalence (p = .2651 vs. 
.1505). Work by Ellis (1979) has suggested that equivalence-equivalence 
transactions generate long chains of interactions of a sort that leaderless 
group members apparently find the most comfortable for discussing ideas. 
Consistent with my previous work (Watson, 1983), in this study attempts to 
generate chains of neutralized interactions were much more characteristic of 
subordinates than of managers. 

When deference was initiated, the most likely response was structuring, 
but subordinates were significantly more likely than managers to use this 
response. When a manager deferred, the subordinate nearly always (p — 
.9170) took the opportunity to attempt to control the interaction. Interest- 
ingly, managers were significantly more likely than subordinates to respond 
to deference with more deference. 

In summary, the results show that the roles individuals hold influence 
how they define their control of relationships. These results support argu- 
ments of Donnellon and colleagues (1983) that the roles of manager and 
subordinate carry with them an implicit message on how to behave. 


Question 4: Role Differences Within Attribution Conditions 


In order to test for an interactive effect due to the combination of role 
and attribution condition, I divided the data into subsets by attribution, with 
speaker designation preserved. Table 4 shows results for this analysis. 

A test for homogeneity across all four matrixes indicated that the com- 
bined effect of role and attribution resulted in significant differences in 
communication patterns (x? — 44.76, df — 18, p « .001). These results in- 
dicate that unique combinations of managerial attribution (ability or effort) 
and role (manager or subordinate) influence relational communication pat- 
terns. Because there were significant differences across all four matrixes, I 
conducted further analyses to test whether the same role differentiation 
occurred within dyads under the ability- and effort-attribution conditions. 

A test for homogeneity between the speaker matrixes (matrixes 3 and 4) 
revealed no significant differences between managers' and subordinates' re- 
sponse patterns when managers’ attributions were to effort (x? = 10.04, df = 
6, n.s.). These results indicate no role differentiation; managers and subor- 
dinates responded similarly to each other and did not differentiate their 
communicative behavior within the categories coded. 

However, a test for homogeneity in the ability-attribution dyads showed 
significantly different response patterns for managers and subordinates 
(x? = 27.87, df = 6, p « .001). To interpret these role differences, I compared 
the transitional probabilities of subordinate and manager responses. Results 
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are on the far right of Table 4. The role differences within the ability- 
attribution dyads are very similar to the differences between managers and . 
subordinates in the dyads as a whole (Table 3). The same pattern of signif- 
icantly greater resistance on the part of managers to their partners' attempts 
to structure emerges, combined with greater subordinate compliance. Sub- 
ordinates also used equivalence-equivalence transactions significantly more 
often than managers. Responses to deference were also the same. These 
results indicate that when managers attribute poor performance to lack of 
ability, they assert their superior role by resisting subordinates' attempts to 
control interactions. In dyads under the ability-attribution condition, subor- 
dinates play a one-down role by deferring to the managers' attempts at con- 
trol. Previous research has found equivalence-equivalence transactions, 
which subordinates used significantly more than managers, to be associated 
with a subordinate role (Watson, 1983). 

Another method of comparing compliance and resistance transactions 
for the ability-attribution dyads was looking within the speaker matrixes 
shown in Table 4. Subordinates complied with their manager's attempts at 
structuring significantly more than they resisted them, as shown in matrix 1 
by transitional probabilities of .5053 versus .3604 (z = 2.652, p < .01).? In 
contrast, managers resisted more than they complied, as shown in matrix 2 
by transitional probabilities of .4502 versus .3985 (z — —0.925, p — .18). For 
matrix 2, however, the difference was not significant. 

In summary, the communicative responses of managers and subordi- 
nates were differentiated when managers attributed poor performance to 
lack of ability but not when managers attributed poor performance to lack of 
effort. 


Question 5: Attribution Change 


Ability condition. It was expected that attributions regarding perfor- 
mance and salary decisions would change as a result of the feedback ses- 
sions. There appeared to be no significant change in attributions before and 
after interactions for the subordinates. For the managers, only attributions to 
dependence on others increased after the interaction. The attributions made 
prior to the feedback session remained essentially the same. However, both 
parties did change their perception of the subordinate's performance on the 
objectives. After the feedback sessions, managers who attributed the poor 
performance to ability felt that the subordinates had performed significantly 
better than their original assessments had suggested, and the subordinates 
felt they had performed significantly worse than their original assessment 
suggested. However, there was no significant change in the managers' salary 
decisions. 

The last column of Table 5 compares managers' and subordinates' per- 


3 A standard z-score was calculated from a significant difference-in-proportion test for 
dependent observations (Ferguson, 1971: 163). 


Academy of Management Journal 


102 





Dër EFI os 28% BLE EST 9G 042 Toy 
was fl E 90'0 »2492'€ TILT £920 9208 IL0' GG sles’ AyIqeqoid yeuopysaery, 
Set 92 v [441 Eu 9 $ BET Aouenbexrg 
aouerejeq, 
EZ'I— — 4.097 6z1- 64ST° | 4480 — vvSZL 0080" 0082" core’ ` ÁipIqeqoid yeuoprsuery, 
LG 6 S £v os Y Gi ze Kouenbeij 
eoueeanby 
an2S'% Aën aÉUZ- G86€' erst’ zost esos’ EHET pose — Ai[Iqeqord [euopysuery, 
LS 80T Hi [441 £82 £vI ge ZOT Anuenbery 
Surmjonng 
asmuo aoua[e Som ToL avua e2uepe upm}; mL avua eoue[p Summ, 89]8)S Juapasazuy 
Kaal -apbg -MAS -19e(  -Amby -mygg «ep. -Ambg —-ongg 
of s1a8uueyy jo sajejs juenbesqng sajgurp1oqns jo sages juenbasqng 
2 Luet iT XREN 


ER ZO uonnquny-Ayqv. (9) 


,Suorrpuo:) uonnqugy-110g3 pue -Aypqy SO su1ageq uopoe1ojug jo srsápeuy Joxeeds 
P XISVI 





103 


Dugan 


1989 


TOO’ >d yss 
109 > dy, 
go >d, 


‘su ‘g = fp ‘SOOT = pX :sexp.QeUl MO jo togeëomon P 
'eysoddo eq sejeorpug eroos eAngaeu e ‘esuodsal one jo Ajr[rqeqod ey} Gem 1euspq sp esuodser ejgugpioqns jo 
ÁyTIqeqoud ey] seje»rpug e1098 eapysod y ‘(Z9T—O9T :1261 *uosn&1e,) se} uorodord-ur-eoue1egrp jue2pru8js e WOI peje[no[8O ATAM 881029 p 
‘Loo > d'g = fp 'ZgZz = zX :seoueur Dip jo KijeuesoutoH q 
'I00' > d ‘et = fp '9z vv = ,X:sexpneur Ino} US JO AjeueSonroH a 


E9E TEL S£ 46T £9£ 
289T' ¥LEO vv6Z 
ZOL EI Lá D LEL 


TIIT — O0SZ B869 
9€ v 6 ez E£ 


GL 000T' spor 
022 801 [47 68 661 


ToL sua — eouopp Som [eor 
"jq ` mb -agg 


s188euej Jo sazes juenbesqng sa1eurpaoqns jo sayas juanbasqng 


ty XEN 


(penuguoo) v TIAVL 


ZOT 9E ozz 
ECO PESO 8006' 
9 4 BII 


ZIT bere’ v9E9' 
v 8 Lë 


rZ8v' SOL 0Z0*' 
£6 Lë : I8 


avua aouaye Som 
aan ` Amb -mng 


'£ SL 


ToL 
ATqeqoid peuoprsuez], 
Áouenbeiq 

82ue1eje(q 
AyTqeqoid peuorisuez] 
Áouenbeig 

eouepAmb;q 
Ayqeqoid euo], 
Aouenbary 

Surmiongg 


Soe juapaosjuy 


pspedq uopnqumy-nogs (q) 


Academy of Management Journal March 


104 





100" > d pyx 
to 2 d,, 
so d, 
ETZ- gg 9/8 doyspoep Áres 
xax BEP — „ZSZ af 00'G 9v'G LL go'e G2UEUIIO0JIOq 
£2'0 DN Lët 80°F Slt GH? 69°F uorstaredng 
GO SL x99°Z— GN? 26's LES 29°F eouepuede( 
4082 — YA CH EK £Z'v EZ'E ES Xon] 
L£'T— 6r0 960 z9'G 69'S LL ST's AMIP ASB, 
GM Igl-— TUVO GN? LL Tee BEE ` yoge oytoeds 
EL? 6r'0—- [JA ët LL Së 80'€ Hoye peoyd Ay, 
DEEG tro- 9v LE SES SCH BE'S Amqv 
199)-150d sajgeuppioqng su1osuuejq 1881-180q 1531914 188]-150q 152]91d SO[QE LIE A 
sejeujp1oqug 183]-)50d sajeurppioqng safe 
SNSIGA SIoSUUSJA SUSIA 183)9Jd ageet 





Suorsa Aleyes pure ‘eouRuLioyiag 'suonnqrnjy monpa uonnqrmv-ÁAniqv 
S WIHVI 


1989 Dugan 105 


ceptions after the feedback sessions. Ideally, the interactions should have 
clarified how well the subordinates performed on the objectives and the 
causes of their poor performance. An absence of significant differences be- 
tween managers and subordinates would indicate such clarification. How- 
ever, the subordinates, significantly more than the managers, still felt that 
luck had had a major impact on their poor performance and that they had 
performed significantly better than their managers felt they did. The man- 
agers still felt that lack of ability was a causal factor in poor performance, an 
attribution not shared by their subordinates. Apparently, for the ability- 
attribution dyads the feedback sessions did not facilitate convergence of 
opinion on how well the subordinates performed. 

Effort-attribution condition. Table 6 presents the comparison of attri- 
butions on performance and salary decisions for managers and subordinates 
in the effort-attribution condition. As in the ability-attribution dyads, both 
managers and subordinates significantly changed their assessments of the 
subordinates’ performance on objectives. After the feedback sessions, man- 
agers felt subordinates had performed significantly better than their prior 
assessments had indicated, and subordinates felt they performed signifi- 
cantly worse. The major difference for the effort dyads is that the interaction 
apparently brought about changes in attributions regarding performance. 
Managers and subordinates changed both specific and typical effort attribu- 
tions. After the interaction, managers attributed poor performance to effort 
significantly less than they originally had, and subordinates attributed their 
performance to effort significantly more. Thus, the feedback session influ- 
enced both parties to change their assessments. Subordinates in the effort 
dyads also significantly increased attributions to management supervision 
after the feedback sessions. The interaction process apparently made the 
subordinates feel that managerial supervision influenced performance more 
than they originally thought. Most important, after the interaction, managers 
in the effort-attribution dyads significantly increased the salary decision. 

The last column of Table 6 compares managers’ and subordinates’ per- 
ceptions after the feedback sessions. Managers, but not their subordinates, 
felt that lack of specific effort on the objectives had been a causal factor in 
poor performance. Subordinates, significantly more than their managers, 
perceived luck as having had a major impact on their performance. However, 
manager and subordinate opinions converged regarding performance: they 
did not see performance on the objectives as differing significantly. 


DISCUSSION 


This study explored the relationship between initial attributions regard- 
ing poor performance, the nature of relational communication patterns dur- 
ing performance feedback sessions, and post-interaction changes in attribu- 
tions, performance assessments, and salary decisions. When role differences 
were not considered; relational communication patterns were consistent re- 
gardless of whether the managers’ attributions were to subordinates’ lack of 
effort or lack of ability. This homogeneity was contrary to expectations. 
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In retrospect, these results are not surprising viewed in light of the 
findings of Donnellon and colleagues on consistency in performance feed- 
back scripts. They argued that there “appears to be a consensual script for 
performance appraisal, with some distinctive variation (i.e., two tracks) ac- 
cording to the level of the performer (good or poor) being reviewed” (Don- 
nellon et al., 1983: 20). The stability of both poor performance and subordi- 
nate attribution to task difficulty as conditions may account for the high 
level of consistency in the scripts used by the subjects in this study. 

The finding of significant differences for the third and fourth research . 
questions indicates that role makes a difference in relational communication 
patterns but that the kind and extent of the difference depend on managerial 
attribution. If role were the only factor influencing relational communica- 
tion patterns, the same role differences would have been significant for the 
effort- and ability-attribution conditions. Instead, significantly different 
manager-subordinate roles emerged only when the manager in a dyad attrib- 
uted the subordinate's poor performance to lack of ability. 

In the ability-attribution dyads, managers resisted and subordinates 
complied with their partner’s attempts to control the flow of interaction 
through structuring. This manager-resistance, subordinate-compliance pat- 
tern (Courtright et al., 1979) is similar to the ‘‘tell-and-sell’’ approach to 
performance feedback (Maier, 1958), which is characterized by managerial 
dominance asserted through frequent interruption; the response to a subor- 
dinate’s opinion is assertion of the manager’s own opinion (resistance). As a 
tell-and-sell interview proceeds, the formality between manager and subor- 
dinate increases, emphasizing differences in roles (Maier, 1958). The prob- 
lem with this approach is that it encourages a “yes man" philosophy and 
results in dependent, docile behavior on the part of subordinates (Latham & 
Wexley, 1981). In a previous study (Watson, 1983), I found that this combi- 
nation of manager resistance and subordinate compliance characterized 
feedback sessions in which subordinates reported that they perceived the 
managers as unsuccessful at providing relevant performance feedback. 

In contrast to the ability-attribution dyads, in the effort-attribution dy- 
ads the communicative exchange was without significant role differences, 
with attempts at control of the relationship alternating between the manager 
and subordinate. In the effort-attribution dyads, both managers and subor- 
dinates were more likely to comply with rather than to resist their partners' 
structuring attempts. Looking within the speaker matrixes in Table 4 indi- 
cates this pattern. For the subordinates (matrix 3), the difference is not sig- 
nificant but in the expected direction, as shown by transitional probabilities 
0f .4874 versus .4070 (z — 1.204, p — .11). The managers (matrix 4) complied 
significantly more than they resisted, as shown by transitional probabilities 
of .4955 versus .4045 (z = 1.428, p = .08). These findings are consistent with 
Watzlawick and colleagues’ concept of “meta complementarity” as a means 
of control by which “A lets or forces B to be in charge of him" (1967: 69). In 
this case, through compliance with subordinate structuring, managers as- 
sume a quasi-deferent position in an effort to let the subordinates assert their 
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authority. The managers still maintain power because they control the sit- 
uation through seeking behavior in which they suggest a course of action in 
the form of a question. This pattern is consistent with Gioia and Sims’s (1986) 
finding that managers engage in attribution-seeking behavior, particularly 
when dealing with failure. They concluded that managers were less threat- 
ening and provoked less defensive responses from subordinates using this 
conversational technique to facilitate finding out what they wanted to know. 

This communication patterning characterizes a “problem-solving” ap- 
proach to performance feedback (Maier, 1958) that maximizes subordinate 
involvement. The equal use of equivalence-equivalence transactions by 
managers and subordinates in the effort dyads also represents a problem- 
solving approach. Ellis (1979) concluded that equivalence-equivalence 
transactions contribute to an atmosphere of inquiry and freedom to partici- 
pate that is critical to the generation of information. The conclusion of this 
study was that both the lack of role differentiation and the nature of the 
interaction patterns contributed to a more open method of interaction under 
the effort-attribution condition than under the ability-attribution condition. 

The results of the post-interaction analyses supported the idea that com- 
munication patterns influence subsequent attribution changes and perfor- 
mance assessments. Managerial attributions to lack of ability were associ- 
ated with a controlling communication style and subsequent lack of change 
in initial attributions and salary decisions. Hastorf and colleagues (1970) 
argued that an original attribution to ability is resistant to change since 
ability is considered more dispositionally stable than effort. Previous work 
by Zander (1961) found group discussion and participation (problem- 
solving) facilitated attitude change much more than the opinion of an expert 
(tell and sell). For the ability-attribution condition, the controlling, directive 
communication patterning of the managers further reinforced the stable at- 
tributions of ability and task difficulty against change. 

Research has indicated that altering attributions from stable to unstable 
causes raises expectations that goals can be achieved (Anderson, 1983; 
Zoeller, Mahoney, & Weiner, 1983). Managers who attribute subordinate 
poor performance to lack of effort, an unstable cause, may be more open in 
a feedback process because they believe they can change a subordinate’s 
level of effort more readily than they can change ability. The higher expec- 
tation of future success may result in a more problem-solving approach in 
the communication process. This problem-solving mode was associated 
with greater convergence on attributions and actual performance, and the 
managers making effort attributions significantly increased the original sal- 
aries they had decided on. There may have been greater room for change 
since the subordinates in the effort-attribution dyads originally received 
more punitive salary decisions. However, the leniency effect produced by 
face-to-face interaction (Cascio, 1982; Gioia & Sims, 1986) may have been 
related to the nature of the face-to-face interaction and attribution shifts. 
Only in the effort dyads did the managers’ and subordinates’ opinions on 
actual performance converge; both parties changed their view on the 
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strength of specific and typical effort attributions. It may be the problem- 
solving style of interaction that creates the leniency effect as it influences 
shifts in performance assessment and attribution. 

Weiner (1985) provided further support for the concept that attributions 
influence communication patterning. He related causal structure to emo- 
tions and the dynamics of action, arguing that outcomes of success and 
failure generate emotion, independent of attribution. Success is associated ` 
with happiness and failure is related to frustration and sadness, regardless of 
the cause of an outcome. This argument is consistent with Gioia and Poole’s 
(1984) concept that a distinctive track of a general script for performance 
appraisal exists for managers giving feedback to poor performers. 

However, the attribution of causality further refines choices of emotion 
(Weiner, 1985). Recent studies (Brown & Weiner, 1984; Covington & Om- 

` elich, 1984; Jagacinski & Nicholls, 1984) have reported that failure attributed 
to low ability is linked to shame-related affects like disgrace, embarrassment, 
and humiliation, whereas failure attributed to lack of effort is linked to 
guilt-related affects (guilt, regret, and remorse). Hoffman (1982) and Wicker, 
Payne, and Morgan (1983) have documented that shame-related emotions 
give rise to withdrawal and inhibit motivation but guilt-related emotions 
promote approach behavior, retribution, and motivational activation. Those 
findings are consistent with the behavior patterns exhibited in this research 
study. Managerial communication patterns were autocratic and controlling 
when a manager attributed poor performance to lack of ability but were more 
problem-solving and open when the causal attribution was lack of effort. 

This research study extended previous work on the influence of attri- 
butions on behavior in a number of ways. First, the methodology focused on 
the reciprocal influence process by using transactions as the units of anal- 
ysis. Previous work on attribution and behavior has primarily focused on the 
mean usage of verbal behavior categories. Gioia and Sims (1986) broadened 
the scope of such research by analyzing the sequential probability of various 
subordinate responses to one category of managerial behavior, attribution 
request. In this research, however, the total pattern of interaction under 
varying attribution conditions was compared by testing the homogeneity of 
the matrixes. 

Second, the coding system used here was based on relational control 
rather than on the content of the verbal behavior. If Gronn's (1983) conten- 
tion that talk accomplishes administration by alternately tightening and 
loosening administrative control is correct, relational control coding 
schemes may offer new insights into communication's influence on attribu- 
tions and behavior. 

A third contribution is that this study found differences in communi- 
cation and resultant changes in performance assessment, attribution, and 
salary decisions with many variables held constant. The subordinates all 
had the same initial attribution; both managerial attributions were to inter- 
nal causes; and initial managerial performance assessments were not signif- 
icantly different. Although differences in communication may be likely 
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when subordinates fail and when they succeed (Gioia & Sims, 1986), the 
results of this study indicate differences in communication due to the attri- 
butions made regarding one performance condition. 

Finally, the results of this study suggest an alternate explanation for the 
leniency effect. Gioia and Sims, taking a social-information-processing view- 
point, suggested that leniency may actually be a “negotiated accuracy 
effect," which they found under both good and poor performance condi- 
tions. However, this study found that such negotiated accuracy arose more 
when managers attributed poor performance to lack of effort. Managers' 
communication patterns and their subsequent leniency in post-interaction 
performance assessments and salary decisions and manager-subordinate 
congruence on attributions reflect the effect. Leniency was less marked un- 
der the ability-attribution condition; managers raised performance assess- 
ments, but congruence on attributions and performance between managers 
and subordinates did not occur. Thus, the nature of communication patterns 
may affect a dyad's ability to generate jointly an accurate assessment of the 
causes of performance. 

Some limitations of this research should be noted. This study suggested 
that a problem-solving mode of interaction during feedback sessions may 
result in high leniency. It is also possible that leniency was less marked in 
the ability-attribution condition because the initial attribution was stable or 
because there was an interaction effect between initial attributions and com- 
municative patterning. Further tests of how the nature of an interaction 
relates to leniency are necessary; for example, problem-solving and tell- 
and-sell interactions might be compared. 

Regarding the external validity of the results, I have a degree of confi- 
dence that the M.B.A. students acted as they would have in their jobs (the 
subjects attended evening classes while working full-time in career-oriented 
positions). The more important question about external validity relates to 
the manipulation of preinteraction attributions. Were these attributions sig- 
nificantly different from attributions formed over an extended period of 
observing subordinate performance? DeVader, Bateson, and Lord (1986) con- 
cluded that empirical research findings in performance appraisal generalize 
from the laboratory to the field, but the normal interpretive process used to 
generate attributions in the field may not be the same as that in a lab situ- 
ation explicitly requiring subjects to make attributions. More research on 
this issue is certainly needed. 

Differences between manager and subordinate communication patterns 
developed over time and the patterns in this experiment may also constrain 
generalizability. Over time, such patterns may become so entrenched that 
attributions may have little impact on interactions. The contexts of situa- 
tions would also be likely to influence the stability and nature of commu- 
nication patterns. 

It is not expected that the videotaping influenced the interactions. Wie- 
mann (1981) showed that knowing they were being taped did not affect 
subjects' responses. 
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CONCLUSIONS 


This study found that although a consistent relational communication 
pattern, or script, was associated with feedback sessions on poor perfor- 
mance, a manager’s initial attribution could influence the role within the 
script the manager chose. Under the ability-attribution condition, managers 
differentiated their roles from their subordinates’, but under the effort- 
attribution condition, such differentiation did not occur. Thus, an initial 
attribution may influence a manager’s choice of role definition and thereby 
how he or she will control the interaction during a feedback session. If 
managers see poor performance as due to lack of effort, they may maintain 
control through questions implying deference, such as “What do you think 
the reason is?" instead of through overt structuring statements like “I think 
the reason is....” Differences in the communication patterns were associ- 
ated with subsequent changes in attributions, performance assessments, and 
salary decisions. 

In summary, the most important findings of the study were (1) When 
Managers originally attribute poor performance to lack of effort, communi- 
cative behavior during performance feedback sessions is not highly role- 
bound and is characterized by problem-solving interaction patterns. Manag- 
ers and subordinates in these dyads changed their initial attributions regard- 
ing lack of effort and moved toward agreement on actual performance levels, 
and managers significantly raised the salaries they had originally decided 
on. (2) When managers originally attribute poor performance to lack of abil- 
ity, they contro] communicative behavior during performance feedback ses- 
sions more than managers making effort attributions. The communication 
has a tell and sell quality, with clear differentiation of manager and subor- 
dinate roles. Leniency regarding salary decisions did not occur in the ability- 
attribution dyads, and managers and subordinates neither agreed on actual 
performance levels nor significantly changed their initial attributions. 

The results of this study indicate that initial attributions influence the 
openness of the communication process during performance feedback ses- 
sions. If communication patterns influence the negotiated accuracy that 
takes place in face-to-face interaction, research like this can identify patterns 
that facilitate manager-subordinate agreement on the causes of poor perfor- 
mance. Although this study was preliminary, it demonstrated that a precon- 
ceived attribution, regardless of its accuracy, will influence verbal behavior 
in a manner that may not facilitate an effective performance feedback pro- 
cess. 
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EFFECTS OF PROCEDURAL AND DISTRIBUTIVE 
JUSTICE ON REACTIONS TO PAY 
RAISE DECISIONS 


ROBERT FOLGER 
MARY A. KONOVSKY 
Tulane University 


We conducted a survey to examine the impact of distributive and pro- 
cedural justice on the reactions of 217 employees to decisions about pay 
raises. Distributive justice accounted for more unique variance in sat- 
isfaction with pay than did procedural justice, but procedural justice 
accounted for more unique variance in two other measures of attitudes 
about the employing institution and its authorities, trust in supervisor 
and organizational commitment. We discuss what our results imply 
about the nature of justice in organizations and the distributive- 
procedural distinction. 


As Greenberg (1987) noted, growing interest in procedural justice has 
superseded organizational researchers' previous neglect of this issue, plac- 
ing it alongside distributive justice, or equity (Adams, 1965), as a salient 
research issue. Distributive justice refers to the perceived fairness of the 
amounts of compensation employees receive; procedural justice refers to the 
perceived fairness of the means used to determine those amounts (cf. Folger, 
1977). Because procedural justice has been neglected until recently, there is 
virtually no organizational research addressing a fundamental question— 
namely, whether either type of justice is more closely related to some crite- 
rion variables than to others. 

Research in legal and political contexts has suggested that procedural 
justice is more closely related to the evaluation of system or institutional 
characteristics, whereas distributive justice is more highly related to the 
evaluation of specific outcomes. For example, Tyler and Caine (1981) found 
that perceived procedural justice accounted for unique variance in evalua- 
tions of government leaders and institutions beyond that contributed by 
distributive justice, whereas the converse was not true. Tyler (forthcoming) 
reported data in which procedural justice significantly predicted assess- 
ments of legitimacy and support for legal authorities, but distributive justice 
did not. 


National Science Foundation Grant No. BNS-8696127 to the senior author supported this 
research. Special thanks are owed to Mark McDonald, Bryant Morgan, and Mark Winston for 
their help in data collection and to Jay Lapeyre for his role in helping us obtain respondents for 
the survey. 
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Other legal and political studies have shown a similar relationship be- 
tween procedural justice and support for leaders or institutions, but they 
have also provided evidence that outcome satisfaction is more strongly re- 
lated to distributive than to procedural justice. For example, Tyler, Rasinski, 
and McGraw (1985) found that distributive justice accounted for almost 
twice as much variance in outcome satisfaction as did measures of proce- 
dural fairness. From an analysis based on structural equations modeling, 
Tyler (1984) reported a significant path coefficient between distributive fair- 
ness and outcome satisfaction, whereas the path from procedural fairness to 
outcome satisfaction was not significant. 

After reviewing this research, Lind and Tyler concluded that “proce- 
dural justice has especially strong effects on attitudes about institutions or 
authorities, as opposed to attitudes about the specific outcome in question" 
(1988: 179). In addition, they offered the following interpretation of the data: 
"In making leadership or institutional evaluations people are taking a long- 
term perspective on membership within a group. With personal satisfaction 
they are reacting to a single decision" (1988: 224). Lind and Tyler's conclu- 
sions thus suggest the hypothesis that procedural justice is more highly 
related to institutional evaluations that require a long-term perspective, like 
organizational commitment, than it is to satisfaction with the outcome of 
specific decisions. The latter may result from a short-term perspective and 
be less stable. 

Although evidence for the differential effects of procedural and distrib- 
utive justice in the legal and political domains is substantial, virtually no 
evidence bearing on this issue has been gathered in workplaces. One previ- 
ous study, a survey of over 2,000 federal employees by Alexander and Ru- 
derman (1987), examined the relative contributions of distributive and pro- 
cedural justice by constructing predictor measures that represented those 
two forms of justice. Two scales in that study's survey, evaluation of super- 
visor and trust in management, were criterion measures similar to the leader- 
institution support measures that have been examined in legal and political 
settings. The contribution of the procedural predictors was substantially 
greater than that of the distributive indexes; R?s for evaluation of supervisor 
were .21 and .03; and His for trust in management were .11 and .05. 

Despite this evidence for the differential effects of procedural and dis- 
tributive justice, Alexander and Ruderman's study is problematic in terms of 
both the predictor and the criterion variables used. The criterion variables 
did not include pay satisfaction, which previous research has suggested 
might be a key indicator of differential impact by procedural and distributive 
justice. Because such outcome satisfaction measures typically have not 
shown the type of result Alexander and Ruderman obtained but rather the 
reverse pattern (a stronger contribution of distributive justice), their inclu- 
sion and the demonstration of contrasting patterns would have helped to 
rule out plausible alternative explanations, such as that the procedural pre- 
dictor was better measured. 
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The predictor shortcoming stemmed from the use of data originally 
collected by other investigators not interested in distributive and procedural 
justice and not theoretically informed about the nature of those constructs.. 
For example, one of the predictor variables that Alexander and Ruderman 
put in the procedural justice set was a two-item measure, labeled perfor- 
mance appraisal fairness, whose first item referred to appraisals as "eener: 
ally... done fairly here." Respondents might have interpreted “done fairly” 
as meaning that the outcomes, rather than the procedures, were fair. The 
second item was directly related to distributive rather than procedural jus- 
tice; it asked respondents whether their last rating "was about what it ought 
to have been." 

In addition to Alexander and Ruderman's research, other studies exam- 
ining perceptions of performance appraisal systems have also failed to use 
measures constructed with a clear distinction between distributive and pro- 
cedural justice in mind. Perceptions concerning appraisal systems are rele- 
vant to the more general topic of reactions to allocation decisions, which has 
been the focus of the justice literature. Unfortunately, the literature on pro- 
cedural justice has not informed the research on performance appraisals. 
Landy, Barnes, and Murphy (1978), for example, found that opportunities for 
employees to express their feelings when evaluated predicted a measure of 
the perceived fairness and accuracy of a performance evaluation (cf. Dipboye 
& de Pontbriand, 1981). That research, however, examined only a small 
number of the potential components and consequences of procedural fair- 
ness. 

To study procedural justice more explicitly than has past research, we 
examined the results of Greenberg's (1986) findings. He addressed open- 
ended questions about perceived fairness to experienced managers, asking 
them to recall critical incidents about performance appraisals used to make 
pay and promotion decisions. Greenberg's analysis identified a distributive 
and a procedural factor. The former consisted of two items that assessed the 
contingent relationship between performance and a recommended salary 
raise or promotion. The procedural factor consisted of the following five 
items describing rater behavior: soliciting input prior to an evaluation and 
using it, two-way communication during an interview, the ability to chal- 
lenge or rebut an evaluation, rater familiarity with a ratee's work, and con- 
sistent application of standards. 

Each of those procedural items represents a category of appraiser be- 
haviors that collectively might be called the components of procedural jus- 
tice. Greenberg's study not only revealed more components than the earlier 
research on performance appraisal, but also linked those components to 
theories about procedural justice (Leventhal, Karuza, & Fry, 1980; Thibaut & 
Walker, 1978). We considered those theories in constructing a scale of the 
components of procedural justice containing items relevant to Greenberg's 
categories. We used another set of predictors to assess distributive justice. 
Our hypotheses were that procedural justice would be more strongly related 
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to attitudes about institutions and their authorities than would distributive 
justice, whereas distributive justice would be more strongly related to pay 
satisfaction than would procedural justice. Decisions about pay raises 
seemed an ideal context for testing such hypotheses because raises are an 
individual outcome that is especially salient to employees. In addition, the 
procedures associated with pay raise decisions presumably have important 
institutional implications; these precedures may, for instance, be seen by 
employees as reflecting institutional values. 

Our hypotheses addressed issues beyond the scope of Greenberg’s 
(1986) research, which examined only the antecedents of procedural justice, 
not its consequences. Our hypotheses about the consequences of distributive 
and procedural justice were based on Lind and Tyler’s (1988) conclusions 
regarding citizen attitudes in legal and political contexts. Our objective was 
to see whether findings from the legal and political arenas would generalize 
to organizational settings. 


METHODS 
Respondents 


First-line employees of a privately owned manufacturing plant in the 
south central United States were surveyed. All 217 people who received the 
survey completed it (62% of the company’s employees, responding volun- 
tarily). Women constituted 45 percent of the group. The average respondent 
was 34 years old, had 14 years of education, and had worked at the company 
for 5 years. 


Procedures 


Employees took part in the survey during company time. Over a period 
of one week in September 1986, small groups were called off their jobs each 
hour to fill out questionnaires at a central location. Respondents were in- 
structed to think about the practices their supervisors had used to determine 
their most recent salary increase, which had been awarded in April 1986. We 
also recorded the percentage of increase employees’ raises represented from 
company records. 

Although the company had not instituted a uniform, formal system of 
performance appraisal ratings, supervisors were instructed to use the annual 
inflation rate (based on the Consumer Price Index) as the standard for the 
size of the raises awarded to average performers, with raises for superior and 
inferior performers being adjusted around this standard. The official policy 
was for supervisors to inform subordinates of the size of their raise in pri- 
vate, individual meetings held' annually, but no records existed to verify 
whether such meetings had occurred or what the content of the meetings had 
been. It was unknown, for example, whether employees had received expla- 
nations of the basis for the decisions. 
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Predictor Measures 


Measures of the components of procedural justice were derived through 
principal axis factoring (varimax rotation) of the 26 procedural items on the 
questionnaire. We developed the 26 items by referring to existing literature 
that has examined different elements of procedural fairness (e.g., Greenberg, 
1986; Lind & Tyler, 1988). Table 1 shows the results of the factor analysis of 
the procedural justice items. Items loading above .40 on a factor were unit- 
weighted and averaged as a measure of a particular procedural component. 
Four factors, labeled feedback, planning, recourse, and observation, emerged 
with content consistent with Greenberg’s results. We eliminated a fifth factor 
with low reliability and a marginal eigenvalue. 

Two items measured the perceived fairness of the pay raise decision: 
“How fair do you consider the size of your raise to be?” and "To what extent 
did your raise give you the full amount you deserved?" We summed these 
items to form a distributive justice index. Two additional measures related 
to distributive justice were also included. One measure assessed the per- 
ceived favorability of employees' raises in light of their expectations. Dip- 
boye and de Pontbriand (1981) demonstrated the importance of this variable 
as a predictor of opinions toward performance appraisal. We patterned a 
second measure after Greenberg's (1986) distributive factor and assessed the 
contingency of the relationship between performance and pay, asking “To 
what extent was the size of your raise related to your performance?" These 
variations allowed us to assess the predictive power of alternative concep- 
tualizations of distributive justice. 


Criterion Measures 


The short form of the Organizational Commitment Questionnaire devel- 
oped by Mowday, Steers, and Porter (1979) and the raise subscale of the Pay 
Satisfaction Questionnaire developed by Heneman (1985) were included as 
criterion measures. We assessed employees' trust in their supervisors by the 
scale developed for that purpose by Roberts and O'Reilly (1974). 


Control Measures 


Two other variables, the percent of salary increase (raise) and a person- 
ality trait measure of negative affectivity (NA), were also included. We mea- 
sured negative affectivity with a 10-item scale developed by Watson, Clark, 
and Tellegen (1988). This trait measure reflects an individual's disposition 
to respond negatively regardless of the situation. Watson, Pennebaker, and 
Folger stated that negative affectivity may therefore “operate as a substantial 
nuisance factor in many areas of research" (1987: 141). They cited as an 
example that ‘presumed measures of job stress or dissatisfaction can be 
expected to correlate strongly with NA," and suggested that ‘‘it is advisable 
to measure the NA levels of respondents whenever feasible" (1987: 145— 
146). Because negative affectivity may contaminate true relationships be- 
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tween predictors and criteria, we included it as a control in examining the 
relationships between procedural or distributive justice and the criteria.’ 

The percent of salary increase was included because Dipboye and de 
Pontbriand (1981) demonstrated that the perceived favorability of an ap- 
praisal was strongly and positively related to employees’ opinions of an 
appraisal system. We could not control favorability of appraisals per se in 
this study because most employees did not receive a formal appraisal rating; 
hence, we used the raises awarded as a proxy. Because employees were 
aware of the company philosophy that pay was to be based on performance, 
we presumed that the higher an employee’s raise, the higher the likelihood 
the employee would infer that the evaluation of his or her work had been 
favorable. 


RESULTS 


Table 2 shows the means, standard deviations, intercorrelations, and 
reliabilities for all variables. The multiitem scales’ reliabilities were accept- 
able, exceeding the .70 value recommended by Nunnally (1978). 

The top of Table 3 displays the results of the multiple regression anal- 
ysis that included all the study variables, and the bottom of the table shows 
the results of testing our hypotheses with a usefulness analysis involving 
hierarchical multiple regression (Darlington, 1968). A usefulness analysis 
examines a predictor’s contribution to unique variance in a criterion beyond 
another predictor’s contribution. 

The full regression analysis shows that feedback, a component of pro- 
cedural justice, is significantly correlated with organizational commitment 
and with trust in supervisor. Recourse, another component of procedural 
justice, is also significantly related to trust in supervisor. The distributive 
justice index and feedback are significantly related to satisfaction with 
raises. The perceived favorability of a raise and its contingency on perfor- 
mance, however, were not significant predictors of employee attitudes. The 
usefulness analysis shows the components of procedural justice to be 
uniquely associated with all the criterion variables, whereas controlling pro- 
cedural justice shows distributive justice to be uniquely associated only 


1 Brief, Burke, Atieh, Robinson, and Webster noted that “serious thought needs to be given 
to... how NA might interact with such context factors as an organization’s goal setting, per- 
formance appraisal, and compensation systems” (1988: 197). In their research, Brief and col- 
leagues examined the extent to which the relationship between self-reported stress as a predic- 
tor variable and self-reported strain as a criterion variable might be contaminated by negative 
affectivity as a nuisance variable. Their results “indicated zero-order stress-strain relationships 
as commonly reported in the literature, at best, are obscured by NA with the zero-order rela- 
tionships being inflated considerably” (1988: 194). The effort to control for similar spurious and 
inflated relationships between predictors and criteria was the basis for our examining negative 
affectivity’s role as a nuisance factor in our data. 
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TABLE 3 
Effects of Procedural and Distributive Justice* 
(a) Regression Anal 
Organizational Satisfaction Trust in 
Commitment with Raise Supervisor 
Independent Variables b B b B b B 
Components of procedural 
justice 
Feedback .23(13)  .29*  .18(08)  .23* eg .47* 
Planning (mum  .01  -—.02(06) -—.05 21 (.14) 20 
Recourse .01(.05) ` .03 .04(.03) ` .10 417(.08)  .18* 
Observation .02 (.05) 05 .00(03)  .00 -.10(.07) —.12 
Distributive justice : 
Favorability 
of raise —.08(.08) —.14 .05(.05) 12  -—.06(11) —.06 
Raise related to 
performance : .07 (.06) 15 .03 (.04) 10 —.03(.08)  —.04 
Distributive 
justice index .08(.07) ^ A8 41 (.05) .28* .07(11) o 
Negative affectivity —.28(19) —.13 .20 (.12) 43  -—.3(28) -—.03 
Raise —.03(.04) —.08 .01(02) .03  -—.03(06) -—.04 
R? .24** 51** .38** 
(b) Usefulness Analysis” 
Components of procedural 
justice beyond 
distributive justice .109** .086** .250** 
Distributive justice 
beyond components of 
procedural justice 022 .187** 005 
Components of procedural 
justice and 
distributive justice 49** rä TEAM 


^ Standard errors are in parentheses. 

b [n the usefulness analysis, where the entry indicates x beyond y, it means the increment 
in the square of the multiple correlation coefficient when x is added following y. Otherwise, the 
entry is the multiple correlation coefficient. 

*p«.05 


with pay satisfaction. A structural equation analysis using the LISREL VI 
program (Jóreskog and Sórbom, 1984) confirmed these results.? 


DISCUSSION 


The question of whether attitudes toward an organization, its authori- 
ties, and the outcomes it provides show the same relationships with distrib- 


? The results of the structural-equations modeling analysis using LISREL VI are available 
from the authors. 
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utive and procedural justice as have emerged in legal and political contexts 
guided this research. Clearly, the answer is yes. As Table 3 indicates, per- 
ceptions of distributive justice are uniquely associated only with satisfaction 
regarding an individual’s own outcomes (i.e., pay satisfaction). On the other 
hand, only perceptions about the procedures used in determining pay raises 
make a unique contribution to organizational commitment and trust in su- 
pervisor. 

Indeed, procedural justice also makes a significant contribution to pay 
satisfaction. Tyler, Rasinski, and McGraw (1985) also found that both pro- 
cedural and distributive justice contributed significantly to variance in out- 
come satisfaction; nevertheless, as our introduction noted, the contribution 
of distributive justice in their study was nearly twice that of procedural 
justice. The results of our usefulness analysis show virtually the same ratio 
of contributions, supporting the general hypothesis that procedural justice 
makes relatively less of a contribution—not that it is incapable of making 
any unique contribution to outcome satisfaction at all. Thus, these results 
imply a strong overall impact of procedural justice. 

Because our design was cross-sectional, the present data do not provide 
conclusive proof of the proposed causal order from perceptions about justice 
to the criterion variables. That is, the order could run from the latter vari- 
ables to the former; for instance, level of commitment could influence re- 
sponses concerning procedural justice. But although our data are cross- 
sectional, the methodologically stronger grounds of a longitudinal study 
(Tyler, 1987) have provided evidence for a causal order running from pro- 
cedures to institutional-level evaluations in a legal context. Future studies 
should capitalize on opportunities for panel surveys in order to test this 
causal order in organizational settings. 

Alternative interpretations of our data based on common method vari- 
ance are also possible, although the differential impact of distributive and 
procedural justice on the criterion variables renders them somewhat implau- 
sible. For example, postulating a similar response bias across measures is 
inconsistent with distributive justice’s having made a unique contribution to 
pay satisfaction but not to commitment and trust. Our use of negative affec- 
tivity as a control measure provided an additional form of protection against 
response-response bias. 

Despite limitations, our findings are noteworthy in pointing to a remark- 
able consistency across three research domains—legal, political, and 
organizational.? The generality of such results suggests that apart from their 


3 There is also evidence for consistency across organizations. Data have been gathered from 
37 employees at a different organization (Konovsky, Folger, & Cropanzano, 1987) in a prelim- 
inary attempt to verify the relationships investigated in the current study. Although the group 
was too smal! to warrant firm conclusions, the results were entirely consistent with the current 
results: the contribution of procedural justice beyond that of distibutive fustice was significant 
for trust and commitment but not for pay satisfaction, whereas the contribution of distributive 
justice beyond that of procedural justice was significant only in the case of pay satisfaction. 
These results help establish that our present results are not sample-specific. 
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desire for fair outcomes, people care a great deal about the justice of deci- 
sion-making procedures. Moreover, as the issue moves from the level of 
personal satisfaction with present outcomes to higher-order issues regarding 
commitment to a system and trust in its authorities, these procedural con- 
cerns begin to loom larger than the distributive ones emphasized by equity 
theory. 

If these concerns are indeed so important, why have procedural justice 
issues been so long neglected? One reason may be that procedures are often 
regarded simply as means to an end. According to this instrumental per- 
spective, procedures should be evaluated according to their capacity for 
effecting fair outcomes, which implies that procedural justice means very 
little because it refers only to actions designed to yield distributive justice. 
Such an outcome-driven perspective, however, cannot account for the 
unique contribution made by procedural justice to certain criteria when 
distributive justice ratings were statistically controlled. These findings 
emerged from our data on organizational commitment and trust in supervi- 
sor; hence, they raise the following question: What other aspects of proce- 
dures exist that can, when stripped of their relationship to distributive jus- 
tice ratings, retain an association with attitudes toward institutions and their 
authorities? ` 

One answer is that procedures have both instrumental and non- 
instrumental aspects. Instrumentally, procedures are means to the ends of 
distributive justice, as when procedures used for allocation decisions about 
raises include ways of accurately measuring performance. Because control- 
ling for perceived distributive justice eliminates this aspect, what remains is 
the noninstrumental aspect of procedures as ends in themselves (cf. Tyler & 
Caine, 1981; Tyler, Rasinski, & Spodick, 1985). To call procedures ends in 
themselves simply means that in addition to being the means for obtaining 
tangible outcomes like raises, they also provide intangible or symbolic out- 
comes, such as respect. Fair procedures can indicate that an appraiser re- 
spects the dignity of an appraisee sufficiently to make decisions in a partic- 
ular manner—one that philosophers of justice (Dworkin, 1977; Rawls, 1971) 
see as conveying regard for people’s dignity and self-respect. Such proce- 
dural actions treat human beings as ends rather than means and treat them 
as entitled to respect and concern that are symbolic outcomes of how a 
decision-making process is implemented, regardless of what tangible out- 
comes are provided. 

Our procedural justice factors are interpretable as indicating employees' 
interest in such forms of respect. Factor 1, feedback, for instance, contains 
items stressing groundedness in evidence (e.g. familiarity with performance) 
as well as items stressing the candor, consistency, and ethicality of the 
feedback given by a supervisor; all these items show various forms of re- 
spect. Other items on the same factor are aspects of two-way communica- 
tion: employees' having an opportunity to express their side and supervi- 
sors' allowing employees' input before making a recommendation and con- 
sidering their views. These aspects of two-way communication evidence 
respect in the form of regard for an employee's opinions. 
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Rawls observed that "among other things, respect for persons is shown 
by treating them in ways that they can see to be justified" (1971: 586). 
Similarly, Bies suggested that people experience moral outrage when an 
explanation for a decision is not provided or is inadequate (for supporting 
evidence, see Folger, Rosenfield, and Robinson, 1983). Items on this study's 
recourse factor, including opportunities to find out why a raise was the size 
it was, to discuss how performance was evaluated, and to make an appeal, 
fall into this category. 

Finally, respect is also shown by informing people of performance ap- 
praisal criteria in advance rather than using unexpected criteria. A review of 
objectives for improvement and standards for future evaluations similar to 
the items on the planning factor would ensure that employees have received 
adequate notice of performance criteria. Indeed, the concept of adequate 
notice is crucial to procedural due process in legal contexts (Forkosch, 
1958). 

Thus, noninstrumental procedural justice can be interpreted in terms of 
features—actions taken and opportunities provided by a decision maker— 
that convey respect for employees' rights and imply that employees are ends 
rather than means. We now consider why a collateral, pure strain of distrib- 
utive justice, reflecting the perceived fairness of outcomes regardless of how 
the pay raises were decided, made no unique contribution to trust and com- 
mitment. 

When the responses associated with how a decision was made are sta- 
tistically removed, the residual measure of perceived distributive justice 
constitutes attention paid to strictly quid pro quo matters concerning fair- 
ness in the exchange of labor for compensation. Employees have already 
paid for their compensation by providing labor, so an organization is show- 
ing employees no additional respect beyond what they have already earned. 
Theoretically, any appraiser examining the same information about an em- 
ployee's performance contribution should make the same allocation, mean- 
ing that there is no basis for attributing any unique qualities to the person 
responsible for the allocation decision (cf. Jones & Davis, 1965). Such attri- 
butional circumstances also imply that the organization has not done any- 
thing to distinguish itself from any other organization, because all organiza- 
tions are expected to provide “a fair day's pay for a fair day's work," so 
employees have no reason to feel commitment toward the particular orga- 
nization for which they are working. 

Kerr and Slocum argued that organizational commitment is stifled by a 
culture that tightly specifies obligations and overemphasizes the contractual 
fairness of exchange: "Neither party recognizes the right of the other to 
demand more than was originally specified" (1987: 103). Rather than treat- 
ing people as ends, those authors continue, “the contract ... is utilitarian, 
since each party uses the other as a means of furthering its own goals" (1987: 
103). This utilitarian and contractual approach contrasts sharply with the 
philosophy of companies where "everyone recognizes an obligation that 
goes beyond the simple exchange of labor for salary"; in the latter, "com- 
mitment to the organization (loyalty) is exchanged for the organization's 
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long-term commitment to the individual (security)” (Kerr & Slocum, 1981: 
101). Paradoxically, designing appraisal instruments in the interests of dis- 
tributive justice—so that the element of judgment is minimized and alloca- 
tion decisions can be made on the basis of strict input-outcome formulas— 
may vitiate a sense of procedural justice essential to establishing grounds for 
trust and commitment. 

The implications of attending to procedural justice rather than distrib- 
utive justice alone are likely to be far-reaching. Our results imply that to be 
maximally effective in sustaining employee commitment to an organization 
and trust in its management, those making allocative decisions—and other 
organizational decisions generally— must take procedural justice into ac- 
count. Furthermore, recent research by Tyler (forthcoming) has shown that 
procedural justice has a significant impact on compliance with law. Our 
study's evidence of generalizability from legal to organizational settings is 
thus only the first step in what should become a sustained research effort to 
include behavioral measures like compliance as well as measures implied by 
our analysis of noncontractual obligations like organizational citizenship 
behaviors. Related evidence has demonstrated that an index of "organiza- 
tional experiences" was strongly associated with intention to leave (Lee & 
Mowday, 1987), and in our opinion approximately half the items on that 
index were procedural in nature. 

It is clear that the procedures used to make decisions about rewards 
have substantial impact. Kerr and Slocum noted, “The reward system . . . is 
an unequivocal statement of the organization's values and beliefs" (1987: 
99). We would add that a key aspect of reward systems involves not only the 
what of rewards that equity theory has emphasized, but also the how em- 
phasized by work on procedural justice. Our results lend credence to Lind 
and Tyler's conclusion that “the great practical value of procedural justice 
lies in its capacity to enhance ... positive evaluations of the organiza- 
tion. .. . Fair procedure may be one of the crucial elements of organizational 
viability" (1988: 191). 
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EFFECTS OF ENVIRONMENTAL SCARCITY 
AND MUNIFICENCE ON THE RELATIONSHIP OF 
CONTEXT TO ORGANIZATIONAL STRUCTURE 
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This study compared the relationships between context and organiza- 
tional structures under conditions of environmental scarcity and con- 
ditions of environmental munificence. The study analyzed data on a 
sample of 45 firms in the electrical and electronics industry in England. 
Results show that relationships between perceived environmental pres- 
sures and structure and between inflexibility of technology and struc- 
ture are different under conditions of scarcity and munificence. Results 
further reveal that the relationships between size and structure do not 
differ under scarcity and munificence. 


The literature on the effects of decline and scarcity has grown rapidly 
over the past decade. Researchers have examined a variety of organizational 
responses to conditions of decline and scarcity in both public-sector and 
private-sector organizations. At the macro level, research has focused on 
strategic responses (Cameron, 1984; Cameron & Zammuto, 1983; Chaffee, 
1984; Harrigan, 1980; Schendel, Patton, & Riggs, 1976) and on structural 
responses (Cameron, 1983; Cameron, Whetten, & Kim, 1987; Cullen, Ander- 
son, & Baker, 1986; Freeman & Hannan, 1975; Ford, 1980a; Levin, 1978; 
Levin, Rubin, & Wolohojian, 1982; Rubin, 1977). 

Studies of structural responses have employed a variety of research 
methodologies: experiments, case analyses, field observations, and large- 
sample studies. Although most of those studies have examined the conse- 
quences of decline and scarcity, a few (Cameron et al., 1987; Zammuto, 1983) 
have contrasted structural responses to conditions of scarcity with responses 
to conditions of munificence. 

Despite the voluminous literature on the effects of decline on organiza- 
tional structure, relatively few studies have examined how decline and scar- 
city affect the relationships between the context and structure of organiza- 
tions. Even fewer studies have compared context-structure relationships un- 
der conditions of munificence and scarcity. Previous research has examined 
the effects of munificence and scarcity on the relationships between power 
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and resource allocation in universities (Hills & Mahoney, 1978; Pfeffer & 
Moore, 1980), between size and administrative intensity in school districts 
and universities (Cullen et al., 1986; Ford, 1980a; Freeman & Hannan, 1975), 
and between technology and administrative intensity in manufacturing or- 
ganizations (McKinley, 1987). Most of these studies, however, have focused 
on educational establishments and have considered a small number of con- 
textual variables. 

The purpose of this study was to extend this line of research by exam- 
ining the effects of environmental munificence and scarcity on the relation- 
ship between context and structure. This study focused on manufacturing 
organizations and considered a wider range of context and structural vari- 
ables than the previous research. I broadly defined organizational context to 
include both organizational and environmental dimensions. Context vari- 
ables considered included organizational size, inflexibility of technology, 
and perceived environmental pressures. The relationships between those 
context variables and three structural attributes, complexity, formalization, 
and centralization, were examined. The approach to analysis undertaken in 
this study allowed examination of the effects of individual context variables 
on structural characteristics in the presence of other context variables. This 
approach further contrasts with the approach of most prior studies, which 
have examined the effects of individual context variables on structure in 
isolation. 


THEORY AND HYPOTHESES 
Environments and Organizational Structure 


Studies of relationships between environment and structure have typi- 
cally focused on the effects of environmental uncertainty on the structures of 
organizations. Hypotheses have linked greater environmental uncertainty to 
higher levels of structural complexity, lower formality, and greater decen- 
tralization of decision making (Downey, Hellriegel, & Slocum, 1975; Dun- 
can, 1972; Lawrence & Lorsch, 1967). Although such hypothesized relation- 
ships may truly reflect organizational responses to perceived environmental 
uncertainty in munificent conditions, different responses may be expected 
in conditions of scarcity. Case studies of organizations facing environmental 
scarcity suggest that the restriction of channels of communication, formal- 
ization of procedures, and centralization of decision making typify organi- 
zational responses to environmental scarcity (Cameron & Zammuto, 1983; 
Levin, 1978; Levin et al., 1982; Zammuto, 1983). 

Such a pattern of structural responses to environmental scarcity paral- 
lels descriptions of organizational responses to crises and environmentally 
induced threats (Staw, Sandelands, & Dutton, 1981). Researchers have sug- 
gested that organizational responses to crises include a tendency to increase 
the formalization of procedures and standardization. Problem solving be- 
comes more rigid than it had been previously, and adherence to previously 
established decision rules is emphasized. Furthermore, there is a tendency 
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toward greater centralization of decision making. Not only does the locus of 
decision making shift to higher hierarchical levels in times of crisis, but 
fewer people are involved in the decision-making process (Billings, Milburn, 
& Schaalman, 1980; Hedberg, Nystrom, & Starbuck, 1976; Holsti, 1971; 
Smart & Vertinsky, 1977). Research on environmental hostility (Khandwalla, 
1972), environmental turbulence (Bourgeois, McAllister, & Mitchell, 1978), 
and financial adversity (Hall & Mansfield, 1971) has also suggested struc- 
tural responses similar to those induced by crises. 

Staw and his colleagues (1981) argued that the major force behind such 
structural responses is the perceived threat to organizational survival. Their 
threat-rigidity model predicts that organizations facing threatening environ- 
ments undergo a structural change that resembles a mechanistic shift, or 
increased formalization, standardization, and centralization. Since environ- 
mental scarcity threatens the continued viability of organizations inhabiting 
such environments, the threat-rigidity model may well explain structural 
responses to environmental scarcity. 

Although theoretical models of organizational responses to crises, 
threat, and scarcity have emphasized the importance of perceptions in the 
process of adaptation (Billings et al., 1980; Cameron & Zammuto, 1983; 
Levin, 1978; Jick & Murray, 1982; Whetten, 1980), most studies of organiza- 
tions facing environmental scarcity have posited direct linkages between 
environment, defined as decline in resources or as decline in the size of a 
market, and organizational responses. 

Managers’ perceptions of environmental conditions play a key role in 
the process of structural adaptation. As Weick (1969) argued, organizations 
come to know their environments only via managers’ perceptions. Similarly, 
Miles, Snow, and Pfeffer (1974) suggested that organizations respond to 
what they perceive and that unnoticed events do not affect organizations’ 
decisions and actions. Consequently, managers’ perceptions of environmen- 
tal conditions lie at the heart of structural adaptations to environments. 

This study’s hypotheses link managers’ perceptions of environmental 
pressures to organizational structures under the two conditions of environ- 
mental munificence and environmental scarcity. Environmental munifi- 
cence and scarcity refer to the objective condition of an environment and 
were measured with objective industry-demand data. For conditions of both 
munificence and scarcity, the hypotheses focused on how organizations 
adapt their structures in response to perceived environmental pressures— 
constraints and competition—in their environments. Perceived constraints 
resulting from interactions with other organizations (financial institutions, 
trade unions, buyers, governments, etc.) in an environment as well as per- 
ceived competitive pressures, in prices, promotion, product quality and va- 
riety, in organizations’ markets were the focal points of study. Albeit such 
constraints and competitive pressures exist under conditions of both munif- 
icence and scarcity, they have different, perhaps opposite, implications for 
organizations’ continued viability and thus may result in different structural 
responses. The focus on perceived constraints and competitive pressures in 
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this study is in contrast to the focus of the majority of organization- 
environment studies, which have relied on the concept of environmental 
uncertainty. Measures of constraints and competitive pressures tap real 
forces that have an impact on managers’ decisions and actions (Yasai- 
Ardekani, 1986). 

High levels of perceived constraints and competitive pressures in an 
environment generate a need for timely organizational responses. In munif- 
icent environments, there will be a tendency to delegate decision-making 
authority to lower organizational units that more closely interface with an 
organization’s environment. Such delegation enables employees to make 
timely responses that remove constraints or that deal more effectively with 
competitive pressures. Furthermore, organizations will tend to deploy a 
large number of specialists to whom such decisions are delegated. There will 
also be a tendency toward lower formalization of procedures to allow greater 
flexibility in dealing with perceived environmental pressures. In munificent 
environments, the costs of errors associated with relatively loose control of 
operations seem negligible compared to the benefits of opportunities created 
through rapid removal of constraints and timely responses to competitive 
pressures. 

On the other hand, under conditions of environmental scarcity, percep- 
tions of high levels of constraints and competitive pressures may precipitate 
a crisis-like situation. Losses associated with faulty decisions may be highly 
damaging to organizations’ continued viability. Thus, top management will 
become more involved in decision-making by establishing shorter lines of 
communication and exercising more direct control, especially regarding 
strategic decisions. Although no one has documented direct effects of per- 
ceived environmental pressures, studies of business firms have reported 
greater centralization of decision making in response to financial adversity 
and crises (Dunbar & Goldberg, 1978; Starbuck, Greve, & Hedberg, 1978), and 
studies of educational establishments facing declining enrollments (Cam- 
eron et al., 1987) and of public-sector organizations confronted with re- 
source scarcity (Levin, 1978; Levin et al., 1982) have also reported increases 
in the centralization of decision making. When top management seeks to 
tighten control of operations, it may also institute a greater formalization of 
procedures. Studies of universities have reported observing an increase in 
the formalization of procedures in conditions of decline (Cameron, 1983; 
Rubin, 1977). Greater emphasis on formalized procedures coupled with 
greater centralization gives management a sense of control over organiza- 
tional activities. Furthermore, greater formalization may be designed to 
achieve greater efficiencies in operations. 

Moreover, although need for greater efficiencies may adversely affect 
employment levels, the level of structural complexity in an organization, as 
reflected by the functional specialization and professional qualifications, 
may not be affected. Under conditions of scarcity, organizations may cut 
back employment levels in each area of specialization, but elimination of 
entire functions is less likely to occur. Similarly, although cutbacks in the 
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number of professionally qualified staff members are likely, the number of 
areas in which professionals are deployed is less likely to be affected. 
These response patterns parallel both theoretical developments on or- 

ganizational responses to crises (Billings et al., 1980) and descriptions of 
organizational responses to environmentally induced threats and crises 
(Billings et al., 1980; Khandwalla, 1972; Nystrom & Starbuck, 1984). The 
foregoing arguments clearly suggest that organizational responses to envi- 
ronments are dissimilar under conditions of environmental scarcity and 
munificence. More specifically, Hypotheses 1—3 are advanced concerning 
the effects of environmental pressures — perceived constraints and compe- 
Don on structural attributes of complexity, formalization, and centraliza- 
tion under conditions of environmental scarcity and munificence. 

Hypothesis 1: Structural complexity, as reflected by func- 

tional specialization and professional qualifications, is 

positively related to perceived environmental pressures 

under conditions of environmental munificence but un- 

related to perceived environmental pressures under con- 

ditions of environmental scarcity. 


Hypothesis 2: Formalization is negatively related to per- 
ceived environmental pressures under conditions of en- 
vironmental munificence but positively related to per- 
ceived environmental pressures under conditions of en- 
vironmental scarcity. 


Hypothesis 3: Centralization of both operating and stra- 
tegic decisions is negatively related to perceived environ- 
mental pressures under conditions of environmental mu- 
nificence but positively related to perceived environmen- 
tal pressures under conditions of environmental scarcity. 


Technology and Organizational Structure 


Although past research has distinguished between the effects of scarcity 
and munificence on environment-structure relationships, the stream of re- 
search available on the effects of technology on structures has not made such 
a distinction. Most studies of relationships between technology and struc- 
ture have assumed a uniform structural response to the technological im- 
perative. However, Blau, Falbe, McKinley, and Tracy (1976) identified non- 
linear relationships between technology and some dimensions of organiza- 
tional structures. Furthermore, a few studies have suggested that 
environmental change and diversity (Freeman, 1973) or the growth and de- 
cline of organizational size (McKinley, 1987) may moderate technology- 
structure relationships. Two comprehensive reviews of technology studies 
that have appeared in recent years (Fry, 1982; Gerwin, 1981) bear testimony 
to the paucity of empirical studies that examine the influences of environ- 
mental conditions on technology-structure relationships. 

At the organizational level, operations technology has been the focal 
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point of analysis. Gerwin (1981) made a conceptual distinction between two 
attributes of technology: variety, the existence of different task-technology 
combinations, and explicitness, the degree to which a well-defined task- 
technology combination exists. 

Explicitness of technology has been widely researched. Although re- 
searchers have used different labels, such as technological complexity 
(Woodward, 1965), production continuity (Child & Mansfield, 1972), work- 
flow integration (Hickson, Pugh, & Pheysey, 1969), mechanization (Blau et 
al., 1976), and automaticity (Inkson, Pugh, & Hickson, 1970), measures of 
operations technology tap the dimension of explicitness. These measures, 
albeit using different scaling procedures, focus on the degree to which au- 
tomated, continuous, fixed-sequenced activities are present in a conversion 
process, and thus represent technological explicitness. 

Researchers have hypothesized that the explicitness of operations tech- 
nology is positively related to structural complexity and formalization and 
negatively related to the centralization of decision making (Gerwin, 1981). 
Numerous studies have tested the hypothesized relationships but have pro- 
vided little support for effects of technology. Gerwin's (1981) meta-analysis 
of a number of these studies (Blau et al., 1976; Child & Mansfield, 1972; 
Hickson et al., 1969; Hinings & Lee, 1971; Khandwalla, 1974; Tracy & Azumi, 
1976) showed that technological inflexibility had no effect on organizational 
structures when the effects of organizational size were statistically removed 
from the analysis. 

The hypotheses on the effects of technology that scholars have advanced 
are founded on the premise that explicit technologies allow greater regula- 
tion of a work-flow and thus lend themselves to more bureaucratic modes of 
control, including the use of specialists, formalized procedures, and decen- 
tralization. Also, the greater technical sophistication of the more explicit 
technologies requires more elaborate administrative structures involving the 
deployment of a greater number of professionally qualified specialists. Fur- 
thermore, such structures evolve in organizations with more inflexible, rigid 
technologies because such organizations have a greater need to protect their 
core technologies from environmental perturbations than do organizations 
with relatively flexible technologies (Thompson, 1967). 

Explicit technologies increase organizational vulnerability to environ- 
mental perturbations. Such technologies often involve highly automated, 
specialized equipment that limits the range and variety of output, and thus 
they are highly vulnerable to downturns in demand. Explicit technologies 
are less adaptable to changing market conditions than are other technologies 
and are also severely constrained by disruptions in supplies of critical in- 
puts. Furthermore, the high level of capital investment associated with au- 
tomated technologies substantially increases the costs of operating below 
capacity and thus further exacerbates organizational vulnerability to envi- 
ronmentally induced disruptions. 

Since explicitness of a core technology increases organizational vulner- 
ability to both internally and externally induced disruptions, explicitness 





1989 Yasai-Ardekani 137 


increases the need for protection of the core technology from such disrup- 
tions. Organizations with more explicit technologies are thus expected to 
expend more effort to protect their core technologies from environmental 
perturbations than do organizations with relatively flexible technologies, 
thereby realizing the efficiencies of their explicit technologies. 

Organizations, however, do not respond similarly under all conditions 
to demands imposed by the characteristics of their technologies. The effects 
of technology on structure may depend on the nature of an organization’s 
environment. Although an organization’s degree of technological inflexibil- 
ity influences the need to protect its core technology, the degree of environ- 
mental munificence or scarcity also affects such needs. Environmental mu- 
nificence lessens the need to protect a core technology, but conditions of 
scarcity amplify such needs. 

In conditions of environmental scarcity, organizations with inflexible 
technologies are the most vulnerable because of limits on the range and 
variety of output and the high costs of operating below capacity. A substan- 
tial level of investment in inflexible manufacturing processes, which deters 
exit from an industry despite conditions of scarcity (Harrigan, 1981; Porter, 
1980) exacerbates such vulnerability. Organizations with flexible technolo- 
gies are less vulnerable to conditions of scarcity because of the greater adapt- 
ability of the core technology, lower costs of operating below capacity, and 
greater ease with which competitors may exit under conditions of scarcity. 

In conditions of environmental scarcity, therefore, the need to protect 
the core technology becomes pervasive in organizations with inflexible, 
rigid technologies because of their greater vulnerability. Organizations with 
more inflexible technologies are likely to adopt structures involving greater 
specialization, centralization, and formalization of procedures. Deployment 
of a larger number of specialized, professionally qualified staff may enhance 
environmental surveillance and systematic searching for new market oppor- 
tunities. Furthermore, greater use of formalized procedures and centraliza- 
tion of decisions may enhance tighter control of costs. Moreover, in addition 
to structural manifestations, due to greater vulnerability of organizations 
with more inflexible technologies, the indivisibility of the manufacturing 
processes associated with an inflexible technology may necessitate mainte- 
nance of structural complexity. In contrast, organizations with flexible tech- 
nologies may be able to scale down operations readily and adjust structural 
complexity accordingly. Consequently, in conditions of environmental scar- 
city, inflexibility of technology will be expected to affect organizational 
structures significantly. 

Environmental munificence, on the other hand, dampens the need for 
protection of a core technology. Where demand may run ahead of capacity, 
all organizations, regardless of the characteristics of their core technologies, 
will seek to satisfy that demand. They will increase output levels to take 
fullest advantage of opportunities created by the munificence of their envi- 
ronments. Under such conditions, there may be little felt need to protect a 
core technology from the environment. Differences in structural character- 
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istics may reflect differences in the scale of operations rather than the char- 
acter of an organization’s core technology. Consequently, in munificent en- 
vironments, the effects of inflexibility of technology on organizational struc- 
tures may be negligible. ` 

The hypotheses advanced by previous researchers may thus reflect the 
effects of technology on organizational structure only under conditions of 
scarcity. Greater functional specialization, deployment of professionally 
qualified staff in a greater number of areas, and greater formalization of 
procedures may be associated with technological inflexibility only under 
conditions of environmental scarcity. Furthermore, although some operating 
decisions may be delegated to lower organizational levels because of tech- 
nological complexities, senior executives are more likely to make strategic 
decisions in organizations with more inflexible technologies— particularly 
under conditions of environmental scarcity —because of the organizations' 
greater vulnerability. 

The foregoing discussion on the moderating role of environmental mu- 
nificence and scarcity suggests that technological inflexibility affects orga- 
nizational structures only under conditions of environmental scarcity. Un- 
der conditions of environmental munificence, the effects of technological 
inflexibility may be negligible, which would be consistent with earlier stud- 
ies’ findings. 

The foregoing suggests asymmetrical relationships between inflexibility 
of technology and organizational structures under conditions of environ- 
mental scarcity and munificence. 

Hypothesis 4: Structural complexity, as reflected by func- 
tional specialization and professional qualifications, is 
unrelated to inflexibility of technology under conditions 
of environmental munificence but positively related to 
inflexibility of technology under conditions of environ- 
mental scarcity. 


Hypothesis 5: Formalization is unrelated to inflexibility 
of technology under conditions of environmental munif- 
icence but positively related to inflexibility of technology 
under conditions of environmental scarcity. 


Hypothesis 6: Centralization of both operating and stra- 
tegic decisions is unrelated to inflexibility of technology 
under conditions of environmental munificence but pos- 
itively related to inflexibility of technology under condi- 
tions of environmental scarcity. 


Size and Organizational Structure 


The number of empirical studies of size and structure has increased 
dramatically in the recent past. Yet, according to Kimberly (1976), most of 
those studies have searched for empirical regularities at the expense of de- 
veloping consistent theoretical bases. With a few exceptions (Cullen et al., 
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1986; Ford, 1980a; Freeman & Hannan, 1975; McKinley, 1987), most studies 
have assumed that the effects of size on structure are similar under all con- 
ditions. 

A majority of studies have used number of employees as an operational 
measure of size. Furthermore, in examining relationships between size and 
structural characteristics, they have used logarithms of size in correlation 
and regression analyses. Kimberly (1976) argued that despite the widespread 
use of logarithms of size, very few studies have addressed the theoretical 
implications of their empirically guided results. The usual reasoning is that 
a logarithmic size measure provides a better empirical fit between size and 
- structural variables. What is often ignored is that the better linear fit result- 
ing from the use of the transformation clearly indicates that the relationships 
between size and structure are not uniformly linear for all sizes. These log- 
arithmic relationships suggest that structural variations are more sensitive to 
variations in size among small organizations than among large ones (Kim- 
berly, 1976). Furthermore, the logarithmic shape of the curves depicting the 
sizé-structure relationships suggests the existence of a threshold beyond 
which changes in size will have insignificant effects on structural charac- 
teristics. Child’s (1973) graphical comparison of relationships between size 
and structure using data from his own study as well as from the Aston study 
(Pugh et al., 1969) and from Blau and Schoenherr (1971) showed that the 
threshold was about 1,000 employees. 

Freeman and Hannan (1975) were among the first ta propose and em- 
pirically test for the moderating effects of environments on size-structure 
relationships. Using a sample of 805 school districts, they showed that the 
number of administrators increased in response to increased numbers of 
teachers for districts that experienced growth in enrollment; however, ad- 
ministrators decreased more slowly for districts that experienced decline in 
enrollment than they had increased in the growing districts. A longitudinal 
analysis of 24 school districts (Ford, 1980a) showed that growing districts 
added administrators in response to increased enrollment but that most 
. declining districts also added administrators. When administrators were re- 
moved in some declining districts, the rate of removal was slower than the 
rate at which they were added in growing districts. A more recent intraor- 
ganization analysis of the direct effects of size, measured in terms of full- 
time faculty, on the administrative component in 134 universities showed 
that most declining universities increased the number of administrators in 
response to a decrease in full-time faculty (Cullen et al., 1986). These stud- 
ies' findings imply that, for a given size level, declining organizations will 
have higher numbers of administrators than will growing organizations. Em- 
pirical evidence on relations between size and structure in growing and 
declining organizations is, however, limited to studies of the administrative 
component, except for Cullen and colleagues' (1986) study, which also in- 
cluded levels of differentiation. Ford (1980b) suggested, however, that levels 
of structure (complexity, formalization, and centralization) associated with a 
given level of size would be higher in declining organizations than in grow- 
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ing organizations. He further suggested that the rate of change in structure 
would be different during growth and decline of organizational size. Since 
organizations tend to grow in munificence and to contract in scarcity, the 
pattern of relationships between size and structure hypothesized by Ford 
(1980b) may be observable when contrasting conditions of environmental 
munificence and scarcity. 

The logarithmic relationship between size and structural characteristics 
as well as the observation of a threshold, however, suggest that relationships 
between size and structure are not uniformly linear for all sizes. For orga- 
nizations below the threshold size value, changes in size may result in sig- 
nificant changes in structural characteristics. But for organizations above the 
threshold, the effects of changes in size on structure may be negligible. The 
moderating effects of environmental scarcity on the relationships between 
size and structure may therefore be limited to small organizations. Thus, the 
hypotheses Ford (1980b) advanced may have restricted validity. This line of 
reasoning leads to the following testable hypotheses on relationships be- 
tween size and structure in conditions of environmental munificence and 
scarcity. 

Hypothesis 7a: Structural complexity, as reflected by 
functional specialization and professional qualifications, 
formalization, and decentralization are positively related 
to organizational size under conditions of both environ- 
mental munificence and scarcity. 


Hypothesis 7b: The slopes of relationships between size 
and structural characteristics are different under condi- 
tions of environmental munificence and scarcity in small 
organizations but do not differ for large organizations. 


METHODS 
Sample . 


The sample frame was provided by 502 electrical engineering compa- 
nies in southeastern England listed in the Report on the Census of Produc- 
tion, 1968, Directory of Business for Electrical Engineering Industry. From 
this directory, 150 companies were randomly selected. The chief executives 
of each company were contacted by telephone, and 45 agreed to participate 
in the study, resulting in a response rate of 30 percent. In terms of Standard 
Industrial Classification (SIC) codes, the 45 companies were distributed 
among the eight sectors of the electrical engineering industry as follows: 11 
in the electrical and electronic component sector (SIC-364), 1 in telecom- 
munications (SIC-363), 4 in domestic electrical applicances (SIC-368), 4 in 
broadcast and sound reproducing (SIC-365), 6 in electrical machinery (SIC- . 
361), 10 in electronic capital goods (SIC-367), 8 in miscellaneous electricals 
(SIC-369), and 1 in computers (SIC-366). Grinyer and Yasai-Ardekani (1980) 
gives the distribution of the sample within each industrial classification in 
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terms of company size. Data were collected through structured interviews 
with each firm’s chief executive officer (CEO) or other senior executives 
named by the CEOs. Interviews lasted between two and eight hours with a 
mean of three hours. I conducted all interviews between July 1975 and 
March 1976. 


Measurements 


Structure. Three attributes of organizational structure were measured: 
complexity, formalization, and centralization. Measures of structural com- 
plexity included the level of functional specialization and the professional 
qualifications of the officeholders. The functional specialization measure 
was a variant of the measure developed by Pugh, Hickson, Hinings, and 
Turner (1968). This measure is constructed through summing 31 specializa- 
tion items, each indicating the existence or absence of at least one full-time 
individual exclusively charged with a particular specialized activity (a = 
.90). The scale for professional qualifications gave the number of non- 
work-flow functions in which at least one specialist held a recognized pro- 
fessional qualification. Child (1973) developed this measure (a = .81). I 
measured formalization of procedures using the abbreviated scale of formal- 
ization developed by Inkson and colleagues (1970), adopting the same scor- 
ing procedure they used (a = .88). 

The extent of the centralization of decision making was measured with 
a subset of decision items originally developed by Pugh and colleagues 
(1968) to measure centralization and subsequently used by Inkson and co- 
authors (1970) to represent organizational autonomy. Each decision item is 
scored on a 5-point scale indicating, in an ascending order, the hierarchical 
level at which the decision is made. Factor analysis of 20 decision items 
yielded separate clusters of decisions relating to the centralization of oper- 
ating decisions and the centralization of strategic marketing and financial 
decisions. I developed two separate scales. The scale for centralization of 
operating decisions used 14 decision items (a = .89), and the scale for 
centralization of strategic decisions used 6 items (a = .81). Fuller details of 
the results of a factor analysis of these items appear in Grinyer and Yasai- 
Ardekani (1980). 

Context. Measures of organizational context used in this study included 
size, technology, and perceived environmental pressures. Size was mea- 
sured as the logarithm of the number of employees in a firm. Following Pugh 
and colleagues (1969), I used the degree of automation of the bulk of the 
equipment a firm used in operations to represent operations technology. The 
scale, called automaticity mode, is a subscale of the operations technology 
measure developed by Pugh and colleagues (1969). It measures operations 
technology on a 6-point scale ranging from use of hand tools and manual 
machines (0) to use of computer-controlled cognitive machines (5). The scale 
correlated strongly with other subscales measuring technology and had a 
loading of .87 on the factor representing the work-flow integration measure 
of operations technology (Hickson et al., 1969: 383). Automaticity mode also 
correlated strongly with measures of work-flow rigidity (r = .59) and work- 
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flow integration (r = .81) in Child and Mansfield’s (1972) study of opera- 
tions technology. Highly automated production processes, particularly if 
equipped with special purpose machinery, reflect relatively inflexible oper- 
ations technologies. 

A composite measure of perceived environmental pressures was devel- 
oped through principal component analysis of ten 5-point scales. Three 
scales addressed the extent of perceived competition in the organizations’ 
environments. Managers were asked to indicate the extent of competition in 
prices, promotion, and product quality. Seven scales addressed the extent of 
perceived constraints. Managers were asked to indicate the extent to which 
financial institutions, local governments, central governments, international 
bodies, buyers, suppliers, and trade unions constrained their organizations’ 
activities. The extent of perceived competition and perceived constraints 
were scored using 5-point scales ranging from 1, very little, to 5, very great. 
I used principal components analysis for data reduction and development of 
a single measure representing the extent of perceived constraints and compet- 
itive pressures. That analysis produced a first component with an eigenvalue 
of 2.74; the scales, in the order in which they were discussed above, had 
loadings of .39, .28, .27, .53, .59, .71, .68, .67, .56, and .35 on the first 
principal component. Since the loadings on the first principal component 
were all positive, the corresponding principal component scores give a 
weighted average of the raw scores (Jolliffe, 1986: 48). Hence, the first prin- 
cipal component scores represent an overall measure of perceived environ- 
mental pressure. The pattern of loadings indicated that constraint items, 
with an average loading of .58, more strongly define the overall measure than 
do competition items (average loading = .31). 

Environmental munificence and scarcity. The rate of change of demand 
for the industries’ products and services was used to represent the extent of 
environmental munificence or scarcity. For each of the eight industry sec- 
tors, I measured growth of sales over 1973—77 using published industry 
sales data in constant prices. Four industries, electrical machinery, capital 
goods, miscellaneous products, and computers, experienced an increase in 
sales of between 4.2 and 34.6 percent over the period, and the 25 companies 
that belonged to those industries operated in conditions of environmental 
munificence. The other four industries (electrical components, broadcasting, 
domestic appliances, and telecommunications) experienced a decline in 
sales of between 2.5 and 39.6 percent over the 1973—77 period, and the 20 
companies that belonged to these industries operated in conditions of envi- 
ronmental scarcity. Table 1 shows the means, standard deviations, and in- 
tercorrelations among the variables used in the study. 

Statistical methods. In order to test the effects of environmental scarcity 
versus the effects of environmental munificence on the relationships be- 
tween context and structure, I used multiple regression analysis with 
dummy variables. This approach was preferable to the use of separate re- 
gression analyses for the two conditions of munificence and scarcity because 
it allowed more degrees of freedom and hence greater precision in the re- 


1989 Yasai-Ardekani 143 


TABLE 1 
Means, Standard Deviations, and Intercorrelations for All Variables* 
Standard 
Variables Means Deviations 1 2 3 4 5 6 7 8 
1. Functional 
specialization — 14.16 7.72 
2. Professional 
qualifications 4.64 2.35 Kei 
3. Formalization 
of procedures 11.69 4.86 68 .79 
4. Centralization 
of operating 
decisions 38.56 6.98 —.73 —.57 —.52 
5. Centralization 
of strategic 
decisions 21.56 3.03 ~.21 -—.19 -—.07 .50 
6. Organizational 
size? 2.61 0.59 88 .71  .68 —.68 —.22 
7. Inflexibility 
of technology 1.33 1.19 20 19 4.19 —.05 210 .06 
8. Environmental 
pressures 0.00 1.00 .24 di 32 —.20 10 .17 —.09 
9. Environmental 
condition® 0.42 0.50 05 —.02 05 —.23 -.20 .03 8 —.03 


* All correlations above 0.30 are significant at p < .05 and all correlations above 0.39 are 
significant at p < .01. The number of observations varies between 42 and 45 because some data 
are missing. 

b Size was measured as the logarithm of the number of employees in each firm. 

* Condition was a dummy variable with 0 = munificence and 1 = scarcity. 


gression estimates (Neter, Wasserrnan, & Kutner, 1985: 335). I regressed each 
structural variable on the context variables (size, inflexibility of technology, 
and perceived environmental pressures), on a dummy variable indicating 
the environmental conditions (0 = munificence, 1- scarcity), and on cross- 
products of the context variables and the dummy variable. All three context 
variables were included in each regression equation so that the effects of 
each on structural characteristics could be examined in the presence of the 
others. In each equation, the coefficients of the context variables measured 
the effects of context on structure under conditions of munificence, and the 
coefficients of the cross-product terms gave the difference between the ef- 
fects of context on structure under the two conditions, environmental mu- 
nificence and environmental scarcity. Thus, I computed the effects of con- 
text on structure under conditions of scarcity as the sum of the coefficients 
of the context and the respective cross-product terms in the regression equa- 
tions (Neter et al., 1985: 335). I directly tested the significance of the effects 
of context on structure under conditions of munificence and the significance 
of the difference between the effects of context on structure under the two 
conditions using the t-ratios of the respective regression coefficients. The 
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significance of the effects of context on structure under conditions of scar- 
city was tested using t-ratios formed by the computed coefficients over the 
respective standard errors. The standard error for each computed coefficient 
was obtained by the square root of the sum of variances and twice the 
covariance of the two regression coefficients, the coefficient of the context 
and respective cross-product terms in the regression equation (Kmenta, 
1986: 420). 


RESULTS 


Table 2 shows the estimated models. The values of F for the first four 
models are highly significant, and the His are also very high. The model for 
centralization of strategic decisions shows a nonsignificant Fi and an R? of 
27 percent. The first three rows of Table 2 show the effects of the three 
context variables, organizational size, inflexibility of technology, and per- 
ceived environmental pressures, on structural characteristics under the con- 
dition of environmental munificence. The coefficients for the cross-product 
terms (rows 5—7) indicate the differences between the effects of the individ- 
ual context variables on structural characteristics under the two conditions. 
The effects of the context variables on structural characteristics under envi- 
ronmental scarcity were computed as the sum of the coefficient of the con- 
text variables and the respective cross-product terms, as described in the 
statistical methods section. For ease of illustration and comparison, Table 3 
shows the coefficients of the context variables for the condition of environ- 
mental munificence, the computed coefficients for the condition of environ- 
mental scarcity, and the difference coefficients. 

Table 3 has five sections, each relating to a structural variable. For each 
structural variable, the entries in the first row show the effects of the context 
variables under the condition of environmental munificence. The entries in 
the second row show the effects of context variables under environmental 
scarcity, and the third row of entries shows the differences between the 
effects of the individual context variables under the two conditions. 

Each of the hypotheses presented in the preceding sections contains two 
statements about the relationships between context and structure, one relat- 
ing to munificence and one relating to scarcity. I considered a hypothesis to 
be supported when the coefficients under the two conditions were as stated 
and the test of their difference is in accord with the hypothesized relation- 
ship. 

As can be seen from Table 3, the measure of perceived environmental 


1 Since the overall value for F of the regression equation for the centralization of strategic 
decisions was not significant, I refitted the model, excluding size and inflexibility of technology 
and their corresponding cross-product terms. The coefficient for the cross-product term be- 
tween perceived environmental pressures and the dummy variable remained significant at the 
5 percent level, and the refitted model had an F of 2.07, which was significant at the 10 percent 
level. 


145 


Yasai-Ardekani 


1989 


10 > dy. 
go >d, 
or >d4 
*Ayloreos = [ ‘esueoyyanm = 0 UM e[qBEIBA mmm , 
"uir tse ut seeÁo[dure jo 1equinu o) jo Oto ey} se pernseour SBM 9z[S q 
"peisnípeun are s,H *Seseqjuered ur slolie prepusjs ym ‘payiodal ere sjuepopgeoo uorsse18el poz]prepugjsuf) y 











lv Hi £v £t zv u 
r4: «4004/8 wx BERL x4 S816 «CPP EZ Fi 
VAA EI 686 E £8 P 
TL2'9% 96929 t420} — epp? 489'81— yueysu07) 
(996°) (6£9'T) (s90'1) (89) (ortt) uoprpuoo peuowuoaue x 
x9b2'C aQPE'E Ste 668" — gez — semsseid [ejueuruoriAUue peAreaieq 
(0847) (8£€'1) (+06°) Logg" Iren) UOP{PuoD [ejueuruo1AUO x 
00$ Së «08Z'T 118€ Sen: ABOUTS} jo Amt) 
(OtZ't) (626'2) (97/1) (8627) (0991) uop[puoo [ejueuruo1[AUO x 
198° DÉNG 6E9'T— Get — elle gz ppuonez refo 
sua} WOP}OBIEU] 
(sZv'v) (9992) (962%) (gsr'z) (90's) 
gZZ£— ¥08'9 — £941 9659'— IG4* 9UOTITpUOO [EUGUTUOJIAT 
(9¢9") (B80'1) (669) (etre) (zez) 
oor — *9S8°'T— zt" «4 P89' 49901 semsse1d p[ejueuruOI[AUO peAreoJeq 
(619°) (088°) (965) (692) (v£9") 
EIS 966 160 — 620' geg: AZopouyos jo Ai[Iqrxegru] 
(0g£'1) (oez) (oze't) Ire) (o6¢'t) 
Lët let d — wn PED 9 asf LÄZ ITA q9zIs [Puopezraedi( 
1x9juo7) 
suos paq suogspeq sampa2oid jo suoneogirent) uogeztmermedg S9[qULIEA 
apaes jo Supesedg jo uopgezq[eurioq qeuojssajo1g [euonouny 
aopezyesuas) aopnEzTeyuaD 
sopgsuej erem; [emjIn.AS 





SOENE A [PNIU uo sopsrriajoe1eq" q[ernjonugg jo srsÁp[euy uorssaisay o[dn[njq jo SMSI 
e TISVL 





Academy of Management Journal March 


148 





(964v) (v80'T) (506) (4941) 
£941 cre" «084 6£9'L— e2uelogt( 
(Leg) (829) Zog 
80£'Z— +4991 wa BDO L wa PÉÉ E Aug 
(669) (869) (ozet) 
140 $— 218 160: — x4 £09 Gent 
98e1npeooid jo uorezi[euro,g 
(gastz) (88%') Los" (s6Z‘) 
980: — 4668' — DG Sst — goot 
(sze) (soe) (8gze') 
ISL£- sto — BN »48697 Aytoreag 
(ete) (692) (v65) 
S65'2— x « P 620 „ETL? e2uso ymy 
,8u0pmeogipenb [euojssajo1q 
os gl (ort) Ice Inge 
TSL'b 9£4 — PSY EIZ- 82uelofn(g 
(sz8") (£14) (sez) 
906'E1 — 82€' «0621 «4 8S0'0I Éyoreog 
Ida (F£9") (oset) 
489'81— 19901 9£9' EJA As eoueopgrunq 
quonezirer»eds peuopoun 
qju9)suo;) SGIDSSOIq ABo[ouqoo] jo ag SIJETL A ernjngg 
Tejueuno pA! Aymiqpopur euonezprez1() 
paapoa18g 





,SUOTpIpuo: [pjuauruogrAujg jualopi( IPUN S9o[qPLreA [enjxojuo:) jo SPUING uorssaJ80q 
E TISV.L 


148 Academy of Management Journal March 


pressure is significantly related to both measures of structural complexity — 
functional specialization and professional qualifications—under munifi- 
cence but unrelated to structural complexity under scarcity. These results 
suggest that in munificent environments, organizations that perceive high 
environmental pressures tend to have a larger number of areas of special- 
ization and to deploy professionally qualified staff in a greater number of 
areas. Such pressures, however, appear to have no significant effects on the 
level of structural complexity for organizations in environments of scarcity. 
The relationships between perceived environmental pressures and struc- 
tural complexity under the two conditions are as hypothesized. The differ- 
ence between the effects of perceived environmental pressures is also sig- 
nificant for professional qualifications. Thus, the results on professional 
qualifications completely support Hypothesis 1, and the results for func- 
tional specialization provide partial support for that hypothesis. 

Perceived environmental pressure is significantly and positively related 
to formalization of procedures under scarcity but unrelated to formalization 
under munificence. These results confirm the positive relationship hypoth- 
esized for scarcity but do not support the hypothesized negative relationship 
for munificence. Furthermore, the difference between the two coefficients is 
not statistically significant. The results therefore provide only limited sup- 
port for Hypothesis 2. 

The pattern of relationships between perceived environmental pres- 
sures and centralization suggests a tendency toward decentralization under 
munificence and toward centralization under scarcity, as hypothesized. The 
coefficients of perceived environmental pressures are negative under mu- 
nificence and significant for centralization of operating decisions. In con- 
trast, the coefficients of perceived environmental pressures are positive un- 
der scarcity, and significant for centralization of strategic decisions. Further- 
more, the differences between the coefficients of perceived environmental 
pressures are significant for the centralization of both operating and strategic 
decisions. These results suggest that in munificent environments, organiza- 
tions that perceive high environmental pressures decentralize operating de- 
cisions, although strategic decisions are unaffected. Under scarcity, how- 
ever, there is a tendency toward centralization, particularly the centraliza- 
tion of strategic decisions in organizations that perceive high environmental 
pressures. Thus, the significant effect of perceived environmental pressures 
on the centralization of operating decisions in munificent environments and 
the significant effect of perceived environmental pressures on the central- 
ization of strategic decisions under scarcity support Hypothesis 3. The re- 
sults further show that the effects of perceived environmental pressures on 
the centralization of both operating and strategic decisions are significantly 
different under conditions of munificence and scarcity. 

Table 3 shows that inflexibility of technology is unrelated to the mea- 
sures of structural complexity under munificence but significantly and pos- 
itively related to those measures under scarcity. These results suggest that it 
is only under conditions of environmental scarcity that organizations with 
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more inflexible technologies tend to have higher levels of functional spe- 
cialization and to deploy professionally qualified staff in a greater number of 
areas. The relationships between technological inflexibility and structural 
complexity under the two conditions are as hypothesized. The difference 
between the effects of technological inflexibility under the two conditions is 
also significant for professional qualifications. Thus, the results on profes- 
sional qualifications support Hypothesis 4, and the results for functional 
specialization provide partial support for that hypothesis. 

The relationships between inflexibility of technology and formalization 
of procedures are also as hypothesized. As can be seen, technological in- 
flexibility is unrelated to formalization under munificence but positively 
and significantly related to formalization under scarcity. Furthermore, the 
difference between the coefficients for the two conditions is also statistically 
significant. Hypothesis 5 therefore receives complete support. 

The coefficients of technological inflexibility are nonsignificant in the 
equations for both centralization of operating and strategic decisions, con- 
firming that it is unrelated to centralization under munificence, as hypoth- 
esized. However, the results do not support the positive relationships hy- 
pothesized for scarcity. Furthermore, the differences between the coeffi- 
cients for the two conditions are not significant. The results therefore 
provide only limited support for Hypothesis 6. 

The coefficients of the logarithm of size are significantly positive for 
functional specialization, professional qualifications, and formalization of 
procedures. For centralization, the coefficients of size are negative, implying 
decentralization. These results show that larger size is associated with 
higher levels of functional specialization, deployment of professionally 
qualified staff in a greater number of areas, formalization of procedures, and 
decentralization. This pattern of relationships holds for both conditions of 
environmental munificence and scarcity. Although the coefficients of size 
are larger in conditions of environmental munificence than they are under 
scarcity for functional specialization, formalization, and decentralization, 
none of the differences between the coefficients for the two conditions are 
statistically significant. Hypothesis 7a is therefore supported. 

The results reported pertain to organizations that range in size from 35 
to 17,000 employees. Comparisons between simple regressions of structural 
characteristics on the logarithm of size and untransformed measures of size 
showed that the explained variations of structural variables were by far 
greater for regression equations using the logarithm than for those using the 
untransformed measure. The extra variation explained by the logarithmic 
measure was 47 percent for functional specialization, 34 percent for profes- 
sional qualifications, 25 percent for formalization of procedures, 9 percent 
for centralization of operating decisions, and 5 percent for centralization of 
strategic decisions. These results indicate the superiority of logarithmic re- 
lationships between organizational size and structural characteristics. 

In addition, for each structural variable, changes in the slope of the 
regression line at a threshold point of 1,000 employees were tested statisti- 
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cally. I used a piecewise regression technique (Neter et al., 1985: 346) to 
obtain the regression coefficients for size levels below and above the 1,000- 
employes level. The Appendix gives details of the method of estimation of 
coefficients. The results show that for each structural variable, the slopes of 
the regression lines are significantly different below and above the threshold 
point. Specifically, the slope of the regression line below the threshold is 39 
times larger than the slope of the line above the threshold for functional 
specialization, 59 times larger for professional qualifications, 27 times larger 
for formalization of procedures, 12 times larger for centralization of operat- 
ing decisions, and 14 times larger for centralization of strategic decisions. 
The larger slopes for organizations with fewer than 1,000 employees and the 
smaller slopes for larger organizations further supports the use of the loga- 
rithm of size. It also shows that structural variations are more sensitive to 
variations in size for small organizations than for large ones. 

Hypothesis 7b stated that for small organizations, slopes of the relation- 
ships between size and structural characteristics are different under condi- 
tions of munificence and scarcity. In order to test this hypothesis, each 
structural variable was regressed on logarithm of size, the dummy variable 
representing environmental scarcity, and the cross-product between size 
and scarcity for a subsample of organizations with fewer than 1,000 employ- 
ees (N = 32). The same pattern of relationships as reported in Table 3 
emerged between structural variables and size under conditions of munifi- 
cence and scarcity. Again, as for the full sample, the coefficients of all cross- 
product terms were insignificant. Thus, relationships between size and 
structure are also unaffected by conditions of environmental munificence 
and scarcity for small organizations. Hypothesis 7b cannot therefore be sup- 
ported. 


DISCUSSION ` 


The results reported confirm some of this study’s hypotheses about the 
differential effects of environmental munificence and scarcity on the rela- 
tionships of context to the structures of organizations. Results on the effects 
of perceived environmental pressures suggest that in munificent environ- 
ments, perceived environmental pressures may lead to greater structural 
complexity, measured in terms of functional specialization and professional 
qualifications, and the decentralization of operating decisions. Greater use of 
specialists and of professionally qualified staff coupled with decentraliza- 
tion of operating decisions may be an effective organizational response to 
constraints and competitive pressures in munificent environments. Such 
structural arrangements may allow timely responses to environmental de- 
mands. 

On the other hand, in environments of scarcity, perceived environmen- 
tal pressures were unrelated to levels of functional specialization and the 
extent of deployment of professionally qualified staff. However, the results 
suggest that perceived environmental pressures may lead to greater formal- 
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ization of procedures and the centralization of strategic decisions under 
conditions of scarcity. This pattern of structural response to perceived envi- 
ronmental pressures may reflect top management concern for increased ef- 
ficiencies, tighter control of organizational activities, and greater control of 
decision-making processes intended to minimize faulty decisions. 

The data also support the shift toward a more mechanistic structure 
with greater formalization, standardization, and centralization outlined in 
Staw and colleagues (1981) threat-rigidity model. The results reinforce the 
idea that organizational responses to scarcity parallel responses to crises and 
environmentally induced threats. Thus, much of the behavior that arises in 
conditions of scarcity may be due to a tendency for scarcity to assume the 
properties of a crisis and thereby threaten the continued viability of organi- 
zations. 

Writers on crises have argued that the general responses of increasing 
efficiency and tightening control may be highly dysfunctional. Hedberg and 
coauthors (1976), for instance, suggested that centralization transfers author- 
ity to inappropriate people—those who have led the organization into the 
crisis. They further suggested that tight controls and great reliance on for- 
malized procedures will inhibit strategic experimentation and drive away 
creative people. As a consequence, organizations will lose the ability for 
strategic reorientation that is essential for organizational survival. Staw and 
colleagues (1981) also suggested that such structural responses are highly 
dysfunctional when adversity results from radical changes in an environ- 
ment. However, they further suggested that increasing efficiency and control 
may prove functional when causal relationships within an environment 
have not been altered and when the environmental changes that caused 
adversity are not radical. 

The evidence presented in this study on structural responses under the 
condition of environmental scarcity is in line with much presented in pre- 
vious descriptive and empirical studies on the effects of crisis, threat, and 
scarcity. However, the question of whether the structural responses observed 
are appropriate in advancing organizations' long-term viability remains un- 
answered. Future research could focus on performance implications of those 
structural responses. As suggested by previous researchers, the appropriate- 
ness of structural responses may depend on whether the environmental 
scarcity has resulted from radical or incremental changes in an environment. 
Investigation of performance implications would require a research design 
that incorporates measures of organizational performance and measures re- 
lating to the nature of the environmental changes that have caused scarcity. 

Most past research on technology has assumed a uniform structural 
response to the technological imperative, but the hypotheses developed in 
this study allowed for the moderating effects of environmental munificence 
and scarcity on the relationships between technology and structure. This 
study focused on the effects of technological inflexibility on organizational 
structures and proposed that the need to protect an organization's core tech- 
nology depends on the degree of technological inflexibility as well as on 


152 Academy of Management Journal March 


the extent of environmental scarcity. Environmental munificence lessens the 
need for protection of a core technology, whereas conditions of scarcity 
amplify such need. 

Results on technology showed that technological inflexibility has no 
effects on organizational structures in munificent environments but signifi- 
cantly affects structural complexity and formalization in environments of 
scarcity. The effects of technology on structure may thus depend on the 
nature of organizations’ environments. 

The present analysis bore out the idea that environmental munificence 
dampens. the need for protection of a core technology. In munificent envi- 
ronments, differences in the structural characteristics of organizations with 
more or less inflexible technologies were not significant. On the other hand, 
in conditions of scarcity, where the need to protect core technologies be- 
comes pervasive, inflexibility of technology may lead to greater structural 
complexity and greater formalization of procedures. Technological inflexibil- 
ity, however, has no significant effect on the centralization of either operat- 
ing decisions or strategic decisions in conditions of environmental scarcity. 

The insignificant relationships between technological inflexibility and 
structural characteristics observed for organizations in munificent environ- 
ments parallel the findings of previous studies of operations technology. 
Furthermore, the significant, positive relationships between inflexibility of 
technology and measures of structural complexity and formalization in en- 
vironments of scarcity show that inflexibility of technology affects organi- 
zational structures only under that condition. These findings suggest that 
environmental conditions moderate technology-structure relationships. 
Lack of distinction between the effects of organizations’ environments on 
relationships between operations technology and organizational structures 
thus may have confounded previous studies’ findings. 

An implication of the findings of this study relates to the administrative 
costs associated with inflexible technologies under conditions of scarcity. 
Although I observed no significant structural differences related to techno- 
logical inflexibility under conditions of environmental munificence, results 
for conditions of scarcity suggested that organizations with more inflexible 
technologies may be burdened with additional costs of maintaining more 
elaborate administrative structures, despite environmental scarcity. 

Results on relationships between size and organizational structures un- 
der munificence and scarcity suggest that environmental conditions do not 
affect the relationships between size and structure. The results revealed that 
larger size may lead to greater structural complexity, formalization, and 
decentralization in conditions of both munificence and scarcity. Further- 
more, the size-structure relationships were not significantly different under 
the two environmental conditions. 

These findings do not bear out Freeman and Hannan’s (1975) and Ford’s 
(1980b) propositions that changes in structure in response to changes in size 
are more extensive in conditions of growth (munificence) than in conditions 
of decline (scarcity). However, the findings of this study are based on a 
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cross-sectional analysis, so the effects of changes in size on structure were 
not observed longitudinally. Nonetheless, the results of this study suggest 
that munificence and scarcity do not affect relationships between size and 
structure across organizations. 

The hypotheses advanced in this study were based on the properties of 
the functional relationships between size and structural characteristics. The 
logarithmic shape of the relationships suggests that structural variations due 
to variations in organizational size are more sensitive for small organizations 
than for large organizations. There may exist a threshold beyond which 
changes in size do not bring about as much change in the structure of large 
organizations. Consequently, beyond this threshold, any changes in size due 
to environmental munificence and scarcity may have little effect on struc- 
tural characteristics. 
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APPENDIX 


An implication of a linear relationship between the size and structure of organizations is 
constancy of the slope and the intercept of the regression line over all values of the size variable. 
Piecewise regression techniques may be used to fit more than one regression line to subsamples 
of data and to test for constancy of the slope and the intercept over an entire sample (Neter et 
al., 1985). An indicator variable D was defined as D = 1 when size = 1,000 and D = 0 when size 
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< 1,000. Then, the multiple regression model STRUCTURE = b, + b, SIZE + b; (SIZE — 999)D 
provides two piecewise linear regression equations, STRUCTURE = b, + b, SIZE and STRUC- 
TURE = (by — 999 b,) + (b, + b,)SIZE for SIZE < 1,000 and SIZE = 1,000, respectively. 

In the above multiple regression model, b, gives the slope of the regression line for the 
relationship between size and structure for organizations with fewer than 1,000 employees; (b, 
+ b) gives the slope of the regression line for organizations with 1,000 or more employees; and 
b, gives the difference between the slopes of the two regression lines. A significant b, coefficient 
indicates that the two slopes are significantly different from each other. Further, b,/(b, + b,) 
Indicates the relative magnitude of the slopes of the two regression lines. 
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WHAT THEY DO WHEN THEY GET YOUR 
MANUSCRIPT: A SURVEY OF ACADEMY 
OF MANAGEMENT REVIEWER PRACTICES 
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This study seeks to promote an understanding of the practices of re- 
viewers for the Academy of Management's Journal (AMJ) and Heview 
(AMR). A survey of reviewers for the two journals revealed that the 
practices of those reviewing empirical articles for AMJ varied little 
from the practices of those reviewing nonempirical articles for AMR. 
Factor analysis revealed three dimensions of significance identifying 
differences among reviewers' practices. We termed them thoroughness, 
guidance, and substance. Further analysis of indexes derived from 
those factors and their correlates provided insight into forces at work in 
reviewers as they participated in the review process. 


Conscious of guilt and fearful of the light, 
They lurk enshrouded in the veil of night, 
Safe from detection, seize the unwary prey, 
And stab, like bravoes, all who come that way. 


— Charles Churchill’ 


Academics attempting to publish articles in professional journals may 
see reviewers in the caustic light of our epigram. But does this portrayal fit 
the typical reviewer for the Academy of Management? Many would like to 
know. Much of an academic's life is spent in writing and evaluating, and 
there is little doubt that success in publishing articles can have a significant 
impact on academic careers (Hunt & Blair, 1987). Hence, knowledge about 
the reviewing process would be interesting and useful to many academics. 

Insights about the entire editorial process can be gleaned from a careful 
reading of a wide range of introspective and research-based literature in the 
organizational sciences (Campbell, 1982; Kerr, Tolliver, & Petree, 1977; 
Lindsey, 1978; Pfeffer, Leong, & Strehl, 1977; Whitley, 1970; Wolff, 1970). In 
particular, a recent book by Cummings and Frost (1985), which provides a 
variety of perspectives from authors, editors, reviewers, and readers, de- 
serves close attention from anyone involved with journal publishing. 

Although this body of literature is useful, for the most part it neglects to 
examine systematically the processes used by a body of reviewers that ulti- 
mately lead to their recommendations to editors. Except for the occasional 


1 This quotation appears in Peyre (1967). 
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piece on an individual’s approach toward reviewing empirical papers (e.g., 
Schwab, 1985), reviewers as a group have not often been asked to reveal 
much about the processes they use to review theoretical or empirical works, 
especially in the management journals. This dearth of knowledge prompts 
questions like the following: What do reviewers do when they receive a 
manuscript from an editor? Do reviewers review differently? Do reviewers of 
different types of journals review differently? The present research sought to 
address those issues, seeking to provide insights into the review process and 
to enhance understanding of the practices of reviewers. 


WHAT IS KNOWN ABOUT REVIEWING 


Seemingly diverse responses to a manuscript from reviewers and the 
resulting editorial decision sometimes confound or anger authors (Frost, 
1985). Indeed, the results of correlation studies on reliability between ref- 
erees appear disturbing in terms of scientific norms, for they do not bear out 
the assumption that referees consistently apply universal criteria based on 
scientific, objective, and common standards for evaluating manuscripts. 
Lindsey’s (1978) review of ten studies on interjudge reliability in the review 
process reported correlations ranging from .07 to .84 for agreement between 
reviewers regarding particular manuscripts. Lindsey indicated that review- 
ers emphasized different standards. Further, most studies (e.g., Bowen, Per- 
loff, & Jacoby, 1972; Gottfredson, 1978) have reported correlations of less 
than .30. However, most of those studies have not indicated whether the 
papers being reviewed were purely theoretical, like those published by the 
Academy of Management Review (AMR), or empirical like those in the 
Academy of Management Journal (AMJ). We would expect higher reviewer 
agreement where there are well-developed paradigms (Lodahl & Gordon, 
1972). Yet Scott (1975) found that the lowest levels of reviewer agreement on 
empirical papers concerned criteria for adequacy of research design. 

The speculation that reviewers who use different standards may violate 
the norms of science was supported by one experiment in which 30 
"pseudo-manuscripts"— slightly modified versions of papers already pub- 
lished— were sent back to the journals in which they had appeared 18—32 
months before (Peters & Ceci, 1980). Reviewers recognized only 10 percent 
of the masquerades as such, and only 14 percent of the remainder were 
found acceptable for publication. 

Arguments that intraclass correlation is an inappropriate method for 
judging interrater agreement partially discount such indictments (Campbell, 
1982). For example, Crandall (1978) reanalyzed correlation data showing 
low agreement by directly comparing pairs of reviewer recommendations to 
editors. He found complete agreement for 33 percent of the cases, variation 
by only one point for 27 percent, and total disagreement for only 4 percent. 
Those results were similar to data from a psychology journal (Scarr & Weber, 
1978) in which 78 percent agreement was found on the reject or reject- 
resubmit categories, the two most critical areas of advice to an editor. Given 
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that editors often choose reviewers with differing areas of expertise to get 
contrasting perspectives, such a degree of reviewer consistency seems un- 
derstandable. 

The foregoing findings suggest that there might be differences in how 
reviewers approach their task. An examination of the process by which 
reviewers handle an article could lead to an explanation of some of those 
differences. Previous research has suggested that an underlying ideology 
about the appropriate role of a reviewer influences what reviewers do, the 
recommendations they make, and how they are made. The literature on 
reviewer roles is potentially enlightening. 

Some work (e.g., Crane, 1967) has suggested that the major role of a 
reviewer is to serve as a “gatekeeper” who protects journals against publish- 
ing shoddy work. For example, Beyer noted that reviewers "are looking for 
something in a submission that justifies not publishing the article, and given 
the low consensus in the social sciences over many issues, they usually find 
it" (1978: 82). High rejection rates and occasionally caustic feedback may 
lead many authors to assume that reviewers are critical gatekeepers. Yet 
authors' observations, based on the piecemeal evidence of rejection or ac- 
ceptance comments, hardly provide a good foundation for conclusions about 
how reviewers approach their task. 

Some researchers have reflected on role definitions other than the gate- 
keeper function. Pondy (1985) described reviewers as taking the role of an 
attorney and argued that although they have an obligation to the “court 
system," they might treat their "client-authors" in ways that protect the 
authors from the biases in the system and assist them in “presenting their 
case." Rousseau (1985) suggested that reviewers' roles vary with circum- 
stances and range from that of critic to that of mentor or advocate (defense 
attorney). Daft (1985) described both the evaluative and developmental com- 
ponents of a reviewer's job. Although they are useful reports from single 
reviewers, these descriptions and prescriptions are highly individualized 
and provide little insight into how reviewers as a group pursue their activ- 
ities. 

One study (Cummings, Frost, & Vakil, 1985) has provided some insight 
based on content analysis of files for each of 27 referees of the Academy of 
Management Journal. They identified two dominant reviewing styles, 
“coach” and "critic," through analysis of archival communications with the 
editor; some reviewers studied, however, did not possess a clearly recogniz- 
able style of reviewing. This study found that both coaches and critics were 
“good reviewers." Reviewers in both groups were thorough and attentive to 
detail, and they emphasized methodology and substantive matters to a 
greater extent in making their decisions than did reviewers without a dom- 
inant style. Hence, a combination of commitment and effort led to what the 
investigators termed good reviews, even though reviewers differed in their 
degree of criticism. All these reviewers were dealing with empirical studies 
for which methodology might be a more dominant concern than other cri- 
teria. Since AMR articles are not empirical, AMR reviewers may use different 
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criteria from AMJ reviewers or otherwise process manuscripts differently. 
For example, empirical work could be evaluated on the basis of method- 
ological appropriateness, whereas theoretical pieces are possibly subject to 
more interpretive evaluation by a reviewer as to their adequacy. We would 
expect AMR reviewers, as a whole, to report taking a longer time to read 
articles than AMJ reviewers and also to report that criteria for evaluation are 
less clear (Beyer, 1978). Using a methodology different from that of Cum- 
mings and colleagues (1985), the present study examined reviewers from 
both the empirical AMJ and the nonempirical AMR. 


RESEARCH QUESTIONS 


Our survey of previous literature on reviewing activities suggested three 
interesting questions. First, how do Academy of Management reviewers typ- 
ically process manuscripts? Second, how do reviewers differ from one an- 
other as they perform their task? Third, are there differences between AMR 
and AMJ reviewers? 


METHODS 
Instrument and Respondents 


Curiosity about reviewing practices led the senior author to construct a 
questionnaire and to send it to 48 of the 51 AMR board members in August 
1985. (The editor, the book review editor, and the author were excluded from 
the population.) Using an introspective protocol-recall procedure suggested 
by Schwab (1985) to develop a hypothetical review process, I generated 38 
items dealing with the initial receipt of manuscripts, concerning, for in- 
stance, decisions to be taken in light of familiarity with topic or authors; 
manuscript review, including citation checking and note making; manu- 
script evaluation, or application of criteria; remarks to authors; and revi- 
sions. All items appear in Table 1. Respondents were asked to circle, on a 
5-point scale, the frequency with which the action indicated in these 38 
process items represented their typical practice. Open-ended questions at 
the end of each section allowed respondents to clarify answers. Finally, 
there were four questions asking respondents to report on the time burdens 
associated with the review process and four on reviewing experience. 

Two years later, a modified version of the instrument was hand- 
delivered or mailed to 50 members of the AMJ review board as the result of 
suggestions from both the AMJ editor and two reviewers of an earlier manu- 
script describing the AMR results. Four questions concerning methodologi- 
cal issues that were not germane to AMR were added to the questionnaire. 
The junior author reviewed all existing items for relevance on the basis of his 
experience; he acted as the editor of an empirically-oriented journal for six 
years, edited a practitioner-oriented journal for three years, and has served 
as a regular and an ad hoc reviewer. 

Responses were received from 39 of the 48 AMR reviewers (81%) and 
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from 34 of 50 AMJ reviewers (6896). The high response rate from the popu- 
lation reduced the need to do a follow-up of nonrespondents to examine 
potential bias. 


Analytical Procedures 


To determine the review process used by a group of reviewers, we tab- 
ulated descriptive statistics for the respondents as a whole. The means and 
standard deviations provided a basis for interpreting typical reviewer activ- 
ities and background information regarding reviewing time and experience. 

Several analyses were then performed in order to ascertain differences 
among reviewers. Initially, trying to replicate the results of Cummings, Frost, 
and Vakil (1985), we looked for the coach and critic reviewer styles they 
found. We chose 15 items that appeared to identify coaches and critics from 
the questionnaire and subjected them to factor analysis using varimax rota- 
tion, since Cummings and colleagues argued that the two styles are inde- 
pendent. Examination of the results did not support the coach-critic duality 
but led to a more detailed examination of the methodology underlying the 
conceptualization of the two roles. The roles were derived from an analysis 
of editorial correspondence rather than from selí-reports by reviewers. Cum- 
mings and his coauthors examined whether and to what extent these roles 
influenced eight dimensions of the manuscript review process, which they 
called thoroughness, amount of technical detail, significance of technical 
detail, wisdom, methodological emphasis, quantitative/qualitative, substan- 
tive, and style. Hence, these process dimensions became the basis for further 
analysis of responses to the present study's questionnaire. 

Drawing on sections of our questionnaire related to the operational def- 
initions of those eight dimensions, we selected 13 items and factor-analyzed 
them using oblique rotation on both groups of reviewers (AMR and AMJ) 
since we could not assume that any resulting factors were orthogonal. We 
created three indexes on the basis of the factors that emerged and named 
them thoroughness, guidance, and substance. The variables identified as 
loading on those factors include all items selected for this specific factor 
analysis. The Appendix gives further details on these and all other indexes 
developed. 

The next step in the analysis process was to determine whether the three 
identified indexes of reviewer practices related to other self-reported review- 
ing activities or reviewer characteristics. We factor-analyzed three other sets 
of items to obtain a parsimonious set of variables. A first set, treating all 
items dealing with criteria for manuscript evaluation, resulted in two in- 
dexes, gestalt and criteria; a second factor analysis, including all questions 
on revisions, also resulted in two indexes, attention and revision; a third, 
treating all remaining items, failed to converge and hence gave no meaning- 
ful results. 

As noted in the Appendix, we also tallied comments critica] of this 
study's instrument to obtain the criticism index and tallied both explana- 
tions of responses and criticisms for the explanation index. These were 
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TABLE 1 
Descriptive Data on Variables* 


Variables 


Initial receipt 


. Within two days of receipt I read the paper to determine my 


expertise. 

I read the entire paper to determine my expertise to review. 

If unfamiliar with topic, I notify the editor within two days. 
Within one week, I preread the manuscript to get a sense of it. 


. I am generally aware of the likely author of the paper. 
. If I know the author, I decline to review. 


Manuscript review 


7. 
8. 
8. 
10. 


11. 
12, 
13. 
14, 
15. 
16. 


After prereading, I wait a few days to review the paper. 

When not intimately familiar with the topic, I check other sources. 
I look up citations to unfamiliar literature. i 

I read original citations if the author’s interpretation differs from 
mine. 

I make notes on the paper as I read it. 

I outline reactions and reread the paper. 

I read the paper at least twice before preparing comments. 


I discuss parts of a paper I'm uncertain about with local colleagues. 


I discuss parts of a paper I’m uncertain about with external peers. 
I share an interesting paper with colleagues and students. 


Evaluation criteria 


17. 
18. 
19. 


20. 
21. 


I complete the rating form before making final conclusions and 
recommendations. 

One or two criteria predominate in my recommendation to the 
editor. 

The entire pattern of criteria influence my decision. 

Before rating the criteria, I have already made up my mind. 
The criteria have little or no impact on my decision. 


Remarks to authors 
When appropriate, I try to point out: 


22. 
23. 
24. 
25. 
26. 
27. 
28. 
29. 


Flaws in the logic. 

Holes in the theory. 

Missing literature or variables. 

Problems of conveying meaning. 
Disagreements with issues. 

Reasons for disagreements with arguments. 
Questions to be addressed. 

How to better focus a manuscript. 


Revisions 


30. 
31. 
32. 
33. 
34. 
35. 
36. 
37. 
38. 


I ignore the first version entirely. 

I read the original paper before I read a revision. 

I read the original paper after I read a revision. 

I read the reviewer comments before I read a revision. 

I read reviewer comments after I read a revision. 

I read author reactions before I read a revision. 

I read author reactions after I read a revision. 

I use the same criteria for revisions as for the original. 

I expect a revision to address comments of original review. 


Means 


3.5 
2.5 
2.5 
2.6 
3.6 
3.2 


2.7 
2.9 


. 3.2 


2.5 
12 
1.7? 
2.0 
3.15 
41 
3.7 


3.0 


2.3 
2.7 
2.1 
2.9 


1.4 
1.3 
1.7 
1.6 
1.8 
1.6 
1.8 
2.0 


3.6 
3.8 
3.7 
1.7 
3.6 
1.7 
3.5 
1.7 
2.1 


March 


s.d. 


1.1 
1.3 
1.3 
1.1 
0.7 
1.3 


1.3 
1.3 
1.0 


1.2 
0.5 
0.9 
1.0 
1.2 
0.9 
1.2 


1.5 


1.1 
1.2 
0.8 
1.5 


0.7 
0.5 
0.8 
0.7 
0.9 
0.8 
0.9 
0.8 


1.4 
1.2 
1.0 
0.8 
1.4 
1.0 
1.3 
0.9 
1.2 
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TABLE 1 (continued) 


Variables Means s.d. 
Reviewing time 
39. Total hours per paper for a typical complete review process. 5.4^ 3.6 
40. Least hours needed to review a paper. 2.1* 1.5 
41. Most hours spent with a single paper. 12.5 124 
42. Most hours spent with resubmitted paper. 6.4 8.2 
Reviewing background 
43. Months served on board. 25.5 19.1 
44. Served as a reviewer for # "theory" journals. 3.1 7.8 
45. Served as a reviewer for € "empirical" journals. 2.6 2.9 
46. Frequency of service as ad hoc reviewer.* : 1.4 0.6 


* All variables except time and background were rated on a Likert scale with always = 1 
and never = 5; N = 73 except for a few variables with missing data. 

^ A t-test revealed significant differences between AMJ and AMR reviewers. 

*1 = frequent, 2 = occasional, 3 = rare. 
examined because they figured in Cummings and colleagues' list of review 
characteristics. Since we believed time to be an important characteristic of 
the review process, we created the time variable by aggregating all four 
variables from the section of the questionnaire on reviewing time. Finally, 
we captured the reviewer characteristic of experience by summing four vari- 
ables for the experience index. 

The resulting indexes were correlated with one another and with the 
item identifying journal in order to determine relationships between re- 
viewer practices and characteristics and to reveal patterns of differences 
between reviewers. To determine whether any differences existed across 
reviewers for the theoretical and empirical journals, we used t-tests to com- 
pare AMJ and AMR reviewers on each variable and index. 


RESULTS 
How Do Reviewers Typically Process Manuscripts? 

Table 1 provides the basic data describing the responses to the items on 
the questionnaire. Although some questions elicited strikingly similar re- 
sponses from most respondents, others produced substantial variation. The 
following describes a common pattern followed by a majority of reviewers. 

Most reviewers say that they either read an entire manuscript or skim it 
within a week of receiving it to determine their expertise and obtain a sense 
of the work. Two reviewers shared their "ideal model," which we para- 
phrase as follows: 


I determine if I should review the paper on the basis of (a) the 
topic's fit with my expertise, (b) true blind review, (c) potential 
bias from my own work. If anything is doubtful, I notify the 
editor to discuss whether to proceed or return the paper. 
A typical pattern includes making notes on the manuscript as it is read, 
outlining reactions, and then rereading it before preparing comments. One 
respondent commented: 
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I make notes on the margins; I review my notes; I write some 
reactions and reread portions of MS; I fill out page 1 [the rating 
form]; I review margin notes and write two pages of comments 
on all my notes. : 


Reviewers are unlikely to discuss a paper with external peers, nor are they 
likely to share papers with local colleagues or students. Perhaps one respon- 
dente comment typifies a common practice: "On rare occasions, I may ask 
a colleague a question about literature, but not [about] the entire paper." 
Respondents explained why such discussion is rare in several ways: “I don't 
need peer feedback, because I'm the expert"; “I don't want to bother my 
peers"; “I don't want to reveal my ignorance." 

The rating forms contain several criteria to help reviewers make recom- 
mendations to an editor about the disposition of a manuscript, with the 
choices being to accept, to advise revisions, and to reject. As reviewers 
prepare their final evaluations, they tend to have already made up their 
minds as to final disposition, with one or two criteria dominating their 
recommendation. The most consistent comment was “It is impossible to 
consider all criteria since they are not equally important." 

This comment and the pattern of responses to questions on "remarks to 
authors" suggest that, regardless of the final recommendation, many re- 
viewers feel obligated to indicate to authors what problems in manuscripts 
require resolution. Responses on remarks to authors were characterized by 
high consistency and little variation. Believing that ''this is the most con- 
structive part of the review," several reviewers remarked that they tried to 
prepare two or three single-spaced pages of comments with lots of detail in 
order to promote better scholarship and writing. 

Some typical elaborations on reviewer comments were: 


I focus on serious concerns that would stop me from recom- 
mending publication and suggest concretely what the author can 
do to eliminate these concerns. 


Itry to overcome my own bias and guide in a way that improves 
the author's paper, not my interpretation of what the paper 
should be like. 


Many authors link their revision to the first version and expect review- 
ers to see and appreciate the connection. However, the evidence suggests 
that what reviewers pay attention to are the comments of other reviewers and 
the author's reactions, not the original manuscript itself. Further, reviewers 
tend to read reviewer comments and author reactions before reading a revi- 
sion; they then apply the same evaluation criteria to the revision that they 
applied to the original manuscript. Reviewers usually expect that a revision 
will adequately address comments made on the original reviews. As two 
respondents noted: 


Revisions are rhetorical arguments and present problems; I’m 
open to disagreement with my suggestions, but I want good rea- 
sons and improved clarity in the manuscript. I'm also influenced 
by the second reviewer's initial comments. 
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Failure to address substantive or major points of a criticism 
cause problems in evaluating the revision. 


The foregoing suggests that substantial time is spent in performing a 
typical review. Indeed, assuming an average of 1.5 papers a month, a typical 
reviewer will devote about one full work day a month to the review process 
for one of these journals alone. Revisions tend to consume even more time, 
since reviewers read additional correspondence and some compare revi- 
sions to the original work. 

As for experience, most reviewers have served on multiple review 
boards or have frequently done ad hoc reviewing. The data on time on a 
board were confounded by the fact that the time frame differed for the two 
journals studied; the questionniare was administered in the last year of the 
editor’s term for AMJ and in the first year of the editor’s term for AMR. 


How Do Reviewers Differ from One Another 
as They Perform Their Task? 


The factor analyses described earlier were used to help determine 
whether there were different patterns of reviewing practice. We created 
summed indexes for all variables loading at .50 or higher on a factor (see the 
Appendix). These indexes differentiated reviewers’ practices. 

As indicated earlier, reviewers differ along dimensions called thorough- 
ness, substance, and guidance. The thoroughness index comes from the sec- 
tions of the questionnaire on initial receipt and manuscript review. Both the 
substance and guidance indexes come from the section dealing with com- 
ments to authors. These three factors accounted for 57 percent of the vari- 
ance, and all had eigenvalues greater than one. 

Reviewers scoring high on thoroughness emphasize the following in the 
review process: skimming; waiting for a few days to think about the manu- 
script or to check other sources; reading the manuscript at least twice; and 
checking citations and back issues of the journal and original sources, par- 
ticularly when the reviewer is either unfamiliar with the topic or differs with 
the author in interpretation of literature. Thus, thorough reviewers would 
ensure they were very knowledgeable about both subject matter and manu- 
script. A high score on the substance index suggests that reviewers would 
focus on pointing out flaws in logic or theory; raising specific disagreements 
about issues, arguments, and assumptions; and explaining why they dis- 
agree. Reviewers high on guidance would tend to emphasize pointing out 
omissions, indicating issues that need to be addressed, and suggesting how 
a manuscript could be better focused. 

Some reviewers might emphasize all three dimensions and others might 
emphasize one set or another. We created a composite measure by catego- 
rizing reviewers into three groups: (1) those who scored at or above the 
median on all three indexes, (2) those who scored below the median on all 
three, and (3) those who had any other combination of scores on the indexes. 
Under this typology, 14 percent of the respondents fall in group 1, 21 percent 
are in group 2, and 65 percent are in group 3. Attempts to compare this 
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typology with other variables and indexes proved fruitless; nonetheless, 
each of the components provides additional understanding of reviewer dif- 
ferences. 

Table 2 presents the intercorrelations of all indexes. As might be ex- 
pected, thorough reviewers clearly devote substantially more time to the 
review process. The thoroughness dimension is also significantly correlated 
with the attention dimension, indicating that thorough reviewers continue 
their pattern into the revision stage; that is, they do not treat revisions as new 
documents, and they reread the original manuscript both before and after 
reading the revision. Thoroughness is also correlated with the gestalt dimen- 
sion. When completing the criteria section of the rating form for final rec- 
ommendation to an editor about a manuscript, the reviewers high on this 
dimension have not made up their minds, complete the rating form before 
making a final decision, and consider the entire pattern of criteria on the 
rating form. 

Guidance and substance are significantly correlated, yet there are dif- 
ferences between the two as to correlations with other indexes. Both guid- 
ance and substance are correlated with the criticism dimension, but guid- 
ance is correlated with explanation and substance with attention. This pat- 
tern seems to indicate that reviewers scoring high on substance emphasize 
the technical content of manuscripts, focus on detail, and treat revisions as 
independent from an initial submission. Reviewers high on guidance, al- 
though also concerned with technical content, appear to make efforts to 
elaborate on their ideas. For instance, one reviewer wrote: 


I’m primarily concerned with originality of the contribution of 
the material. This is the most important factor to me and is 
subsumed in the rating scale. An original article can always be 
made publishable with appropriate guidance. 


Correlations provide additional insight into important aspects of the 
review process. When reviewers handle revisions, the extent to which thé 
original manuscript is considered varies. More thorough reviewers pay more 
attention to the original, but those who focus on detail and are high on the 
criticism dimension pay less attention to the original version of a manu- 
script. 

Unexpectedly, the only significant correlate with experience is time. 
Those with more experience report that it takes them more time to perform 
reviews. 

As for manuscript evaluation, recall that thorough reviewers tend to use 
a holistic approach, represented by the gestalt dimension. Gestalt is also 
related to the explanation index: those who provide comprehensive elabo- 
ration also tend to take a holistic approach to evaluation. The final dimen- 
sion of evaluation, criteria, is correlated with the journal variable. The use of 
formal criteria and the focus within those criteria vary across the two jour- 
nals (t = 3.19, p = .01). AMJ reviewers tend to focus on one or two of the 
formal criteria. AMR reviewers appear to be less confined by the formal 
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evaluation criteria and use a broader set of criteria to evaluate manuscripts. 
The only other variable significantly correlated with journal was guidance. 
There was a tendency for AMR reviewers to provide more guidance (t = 
2.21, p = .03), perhaps because the criteria for evaluation of AMR manu- 
scripts are less well defined than those for AMJ manuscripts. 


Are There Differences Between AMR and AM] Reviewers? 


Aside from the differences noted in the discussions of the first two 
research questions regarding emphasis on criteria and guidance, only four 
variables emerge as significant from t-tests comparing journals. AMR review- 
ers are more inclined to outline their reactions and to reread a manuscript 
than are AMJ reviewers (t = —2.4, p = .02). AMR reviewers are less likely 
to discuss a manuscript with colleagues than are their AMJ counterparts (t = 
1.95, p = .05). AMJ reviewers tend to spend less time than AMR reviewers 
on those manuscripts on which both groups indicated they spent the least 
time (t = 2.58, p = .01). Finally, AMR reviewers typically take more time to 
review manuscripts (t = 2.08, p = .04). 


DISCUSSION 


What have these reviewers told us about how they work? Respondents 
reported that reviewing is a demanding, difficult, and time-consuming task. 
Most of them indicated that they seek to ensure that they are familiar with 
the content of a manuscript and its topic. They carefully read manuscripts, 
often double-checking some parts. However, some reviewers are more thor- 
ough than others. 

Thoroughness and its correlates revealed that reviewers vary in the de- 
gree to which they prepare themselves for the review process and in how 
they carry it out. Clearly, the more thorough reviewers invest more time in 
the process. It is interesting that thoroughness is not significantly related to 
substance or guidance. Apparently, thoroughness bears little relationship to 
the interaction between a reviewer and an author; the comments returned to 
the author may reveal little about the extent of the reviewer's preparation or 
time invested. Hence, authors should be reluctant to draw conclusions about 
a reviewer's attention to a manuscript on the basis of the nature or extent of 
written feedback. Short comments do not mean that a reviewer has not done 
a thorough job, just as a long list may not mean thoroughness. 

The nature of written feedback to authors appears to split into two 
related dimensions—substance and guidance. A high index score on sub- 
stance reveals a tendency to focus on the underlying content of a manu- 
script, especially on flaws in logic or theory, assumptions and arguments, 
and sources of disagreement. On the other hand, reviewers scoring high on 
guidance tend to be more developmental in their approach in that they make 
specific comments about omissions, issues to be addressed, and ways to 
focus the manuscript and improve it. As two reviewers wrote: 


I find I comment a lot regarding “expand this section," “this 
section unclear," “what questions are being answered here," 
"what are the research implications." 
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I write many comments, which is very time consuming, I usually 
make some general overriding point most critical to the paper. 
Then I also provide a detailed point-by-point critique linked to 
page, paragraph, and specific lines. 


Those reviewers who provided much guidance in the review process 
tended to make more critical comments on the questionnaire and to offer 
more explanation of their responses to it than did other respondents. Those 
explaining their responses were less likely to prejudge a manuscript and 
tended to use a holistic set of judgment criteria, consistent with the finding 
that the substance dimension was significantly correlated with criticism but 
not with explanation. In other words, reviewers who focus on technical 
content (substance) may not take the next step and provide guidance for 
improvement. This suggests that the coach-critic distinction may have some 
validity, even though these self-report data did not directly confirm those 
roles. 

In terms of decision making about a manuscript, since more thorough 
reviewers appear to consider the entire pattern of criteria before making a 
decision, they appear to have formed a gestalt about the value of the manu- 
script. In contrast, less thorough reviewers may focus on specific criteria, 
such as what reviewers identify as “fatal flaws.” As one reviewer com- 
mented, ‘‘Sometimes it is clear that it is a bad manuscript and not worth my 
time." AMJ's reviewers differ from AMR’s when it comes to evaluation cri- 
teria. Because articles submitted to AMR do not use empirical methodolo- 
gies, applying an indefinite set of criteria is more likely for AMR reviewers 
than for AMJ reviewers, who can focus on technical issues of methodology. 
As one reviewer noted, “A composite set of criteria of a hazy nature are used 
since evaluation is complex, multidimensional, and has nuances the criteria 
don’t capture.” For AMR, variance on application of criteria seems bound to 
occur because of the interpretations required by imprecise decision rules, 
whereas AMJ reviewers may focus on one or two criteria. For example, one 
noted: 


Some criteria bear more weight than others for specific papers. 
The priority of criteria is most critical in rejecting a manuscript, 
especially the criteria on contribution or expanding knowledge 
in a given area. 


Others may focus on what one called a “fatal method flaw.” The flaws in 
"theory-review" papers may be difficult to detect, which may account for 
AMR reviewers’ higher scores on guidance. Perhaps there is a greater need to 
clarify the nature of problems with an AMR manuscript. Such guidance, in 
the form of written comments, tends to consume a bit more time for the 
typical AMR reviewer. 

When processing revisions, less thorough reviewers do not tend to 
spend their time reading earlier versions of articles and hence treat revisions 
as new documents. Those emphasizing substance treat revisions as new, but 
those high on guidance spend time rereading initial submissions for com- 
parison with revisions. As one reviewer noted: 
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Usually I mention differences in interpretation of literature in 
my review and suggest the author double-check the citation. On 
a resubmission, 1 would then check the original interpretation 
and then check the original citation. 


Experience was expected to make a difference in reviewing practices. 
For instance, those who had done little reviewing might be expected to take 
more time than experienced reviewers. Those with more experience might 
become jaded in their outlook and perhaps grow very critical. The findings 
did not support those expectations. Indeed, those with much experience 
took more time to review than the relatively inexperienced. However, the 
finding may simply be a statistical artifact, since experienced reviewers have 
had more opportunities to experience extremes in the amount of time vari- 
ous manuscripts demand. 

A few other words of caution are in order in interpreting these results. 
First, the data are self-reports of typical practices. Respondents may have 
inaccurately described their actual practices. Those who are less secure may 
give expected or professionally acceptable responses (Zerbe & Paulhus, 
1987). There is no evidence to support or refute that possibility, though one 
reviewer commented that the reviewing process is “fraught with uncer- 
tainty." Further, actual practice may diverge from what was stated as typ- 
ical. And the use of “usually” or “occasionally” response options to describe 
average or typical practice requires an estimation on the part of a respondent. 
Use of a different technique, such as a diary method, might avoid some of 
these limitations, but, given the time constraints on most reviewers, it would 
be highly unlikely to be successful. 

Second, because AMR reviewers responded near the beginning of that 
editor’s term and the AMJ reviewers responded toward the end of their 
editor’s term, there may be some maturation effects in the data. In addition, 
we excluded the four questions asked of AMJ reviewers but not of the AMR 
reviewers from the analysis. Missing data for AMR would have confounded 
results, and those items were not germane to AMR articles or to the review 
process as presented here. 

Third, even with the high response rate that the current study enjoyed, 
it still suffered from the problem of small data sets when the analysis was 
split into AMJ and AMR subgroups. However, those subgroups are substan- 
tially larger than those used in other studies, such as the group of 16 on 
which Cummings and colleagues (1985) based their singing? and they rep- 
resent, in effect, populations of interest. 

Finally, some variables contained relatively low variance, which may 
have reduced our ability to replicate the coach-critic finding. Further, dif- 
ferences in the methods used to collect data—self-reports here versus con- 
tent analysis in Cummings and colleagues— may account for the absence of 
such role definitions in the present results. 

Further research might be done to discern whether the reviewing pat- 
terns found here are stable and if they exist when academics evaluate other 
types of work. For example, professors frequently evaluate book manu- 
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scripts, student papers, colleagues’ credentials, and papers for professional 
meetings, as well as journal manuscripts. It could be that an individual’s 
evaluation pattern is generalizable to all types of evaluations. Some review- 
ers may tend to quickly dispense with tasks seen as onerous but necessary to 
this profession. As an unknown reviewer commented, “I have found it to be 
a demanding, difficult, time-consuming, and very thankless task." 


IMPLICATIONS AND CONCLUSIONS 


No doubt some authors who have received negative feedback may ques- 
tion these findings. We believe that all reviewers may provide guidance or 
focus on substance at some time and their doing so may often be perceived 
as negative. However, an author's time and psychological investment in a 
piece of work is likely to lead to defensive reactions to any sort of criticism 
of that work. If coupled with a rejection, even positive suggestions for im- 
provement from reviewers are likely to be interpreted in a negative way. 
Hence, authors are not in a good position to verify whether these findings 
accurately reveal how reviewers behave. Moreover, these findings suggest 
that the nature of comments does not necessarily reflect the thoroughness of 
a reviewer: their extent and quality may reveal little of the total review 
process or preparation for review. Thus, comments may not reveal to authors 
the effort a reviewer has made. 

It is clear that reviewers vary along certain dimensions. We do not know 
how stable the reviewing patterns found here are; they may be subject to 
external influences. Editorial instruction might influence reviewers, as it 
would seem reasonable that they would be sensitive to comments from the 
editors. This may have accounted for some differences between AMJ and 
AMR reviewers. Hence, editors should be sure that they clearly articulate 
their goals to reviewers. Reviewer style differences can also influence the 
editorial process and reactions of authors to it. Hence, editors should be 
sensitive to reviewers' styles as well as expertise. For example, editors may 
attempt to pair reviewers—such as one typically high on guidance with one 
usually emphasizing substance—of a manuscript to provide balance of per- 
spectives. Editors should consider selection of reviewers, correspondence 
with them, and interpretation of feedback when making explanations in 
their correspondence with authors. 

In effect, this study, although potentially interpretable as self-serving, 
suggests that most Academy of Management reviewers don’t fit the role of 
caustic critic portrayed at the start of this article. Rather, this study provides 
a picture of involved professionals who commit substantial time to their 
discipline and to their colleagues, making efforts to improve the crafts of 
research and writing. 
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APPENDIX 


The following indexes were calculated from the variables identified in Table 1. Time: The 
sum of variables 39 through 42; represents overall total hours spent in various types of review- 
ing. Experience: Represents amount of experience as a reviewer. Categorization was necessary 
because of nonstandardized underlying response options. Sum of variables 43 through 46, 
recoded as follows: service on the board, 1 year or less = 1, greater than 1 year to 3 years = 2, 
more than 3 years = 3; number of journals served (44 and 45),0 = 0,1 = 1, else = 3 (to reflect 
no service, some service, or extensive service); service as ad hoc reviewer, 1 = 1, else = 0 (to 
reflect the fact that most respondents frequently perform ad hoc reviews). Journal: AMR was 
coded as 0, AMJ as 1. Thoroughness: One of three indexes of reviewer practices; the sum of 
variables 4, 7, 8, 11, 12, and 13. Reflects the degree to which reviewers ensure they are knowl- 
edgeable of the subject matter and the manuscript. Guidance: The second index of reviewer 
practices; the sum of variables 24, 28, and 29. The extent to which reviewers provide authors 
with specific written comments about how to improve a manuscript. Substance: The third 
index of reviewer practices; the sum of variables 22, 23, 26, and 27. The degree to which 
reviewers make specific comments and explanations about various flaws in a manuscript. 
Criticism: The number of comments by a respondent criticizing the format, or items of this 
study's questionnaire, interpreted as a reviewer's tendency to make critical comments. Expla- 
nation: The total number of open-ended comments by a respondent, includes all explanatory 
and critical (see "criticism") comments; interpreted as a reviewer's tendency to elucidate. 
Attention: One of two indexes of items dealing with revisions: the sum of variables 30, 31, and 
32. Item 30, which had a negative factor loading, was reverse-coded in order to be consistent 
with the other two items. The degree to which reviewers compare the content of a revised 
manuscript to the original version. Revision: The second index dealing with revisions; the sum 
of variables 37 and 38. The extent to which reviewers evaluate a revision similarly to the 
original version. Gestalt: One of two indexes of items dealing with evaluation criteria; the sum 
of variables 17, 19, and 20. Item 20, which had a negative factor loading, was recoded for 
consistency with the other two items. The tendency for reviewers to take a holistic approach to 
evaluating manuscripts. Criteria: The second index of evaluation criteria; the sum of variables 
18 and 21. The degree to which reviewers focus on a limited set of evaluation criteria. 


Lawrence R. Jauch is the Biedenharn Professor of Management at Northeast Louisiana 
University. He received his Ph.D. degree from the University of Missouri. His research 
usually focuses on strategic management and elites in organizations. 


Jerry L. Wall 1s a professor of management and the director of the Center for Business 
and Economic Research at Northeast Louisiana University. He received his Ph.D. degree 
from the University of Missouri. His current research interests are decision aids to 
economic and business development. 


RESEARCH NOTES 


* Acadamy of Management Journal 
1089, Vol. 32, No. 1, 174—184. 


COGNITIVE REEVALUATION OF OUTCOMES 
IN RESPONSE TO UNDERPAYMENT INEQUITY 


JERALD GREENBERG 
Ohio State University 


A pay cut was theorized to create underpayment inequity among 114 
salaried clerical workers. Relative to when their pay was subsequently 
reinstated, workers cognitively augmented the perceived importance of 
work environment features as contributors to their overall payment 
equity. These findings support equity theory's claim that cognitive dis- 
tortion of outcomes may effectively redress perceived inequities. 


Equity theory (e.g., Adams, 1965; Walster, Walster, & Berscheid, 1978) 
postulates that workers who are inequitably paid—for whom the ratio of 
rewards (outcomes) to contributions (inputs) is unequal to the correspond- 
ing ratio of a comparison other experience dissatisfaction and will be mo- 
tivated to alleviate that condition by redressing the inequity. The most com- 
monly studied responses to inequity are behavioral ones, including raising 
or lowering inputs like job performance and, in extreme cases, quitting a job 
(Greenberg, 1982, 1987). However, equity theory also acknowledges that 
people can redress states of inequity cognitively, for instance, by altering 
their beliefs about the outcomes they receive from their jobs. For example, 
the theory asserts that workers who are underpaid financially may be able to 
reestablish overall levels of equity by convincing themselves that they are 
well compensated with respect to other outcomes. Despite this acknowledg- 
ment, research on equity theory has emphasized studying behavioral re- 
sponses to inequity (for a review, see Mowday, 1987) and thus has revealed 
little about the cognitive strategies workers use to alter their perceptions of 
inequitable states. 

This state of affairs is an important limitation on our understanding of 
reactions to inequities in organizations (Greenberg, 1987). Although workers 
may raise or lower their outcomes in response to inequitable situations, the 
behaviors usually studied represent relatively extreme reactions. Research 
has ignored the more subtle and ubiquitous cognitive reactions that are 


The author gratefully acknowledges the helpful comments made by three anonymous re- 
viewers. 


174 


1989 Greenberg 175 


likely to occur. For example, although workers may be reluctant to threaten 
their job security by lowering their inputs or to face chastisement from 
co-workers by raising their inputs, it may be very simple for them to redress 
inequity by cognitively redefining a situation (Weick & Nesset, 1968). In- 
deed, it is a basic proposition of equity theory that people will attempt to 
redress inequities in the least costly way (Walster et al., 1978: 36). Cognitive 
redefinition of a situation represents one such strategy. 

What little evidence is available on the use of cognitive strategies to 
resolve inequity has followed from the tradition of research on cognitive 
dissonance (Festinger, 1957), focusing on people’s perceptions of task char- 
acteristics. For example, Lawler and O’Gara (1967) and Weick (1964) found 
that underpaid people evaluated the jobs they were doing as being more 
interesting than did people who were equitably paid. According to models of 
self-justification (Deci, 1975; Lepper & Greene, 1978), underpaid workers are 
motivated to perceive the tasks they perform as highly interesting so as to 
cognitively justify their performing them in exchange for low wages. 

Although findings like these suggest that workers’ evaluations of job 
outcomes may depend on perceptions of outcomes, equity theory is admit- 
tedly extremely vague about the relationships among outcomes (Adams & 
Freedman, 1976). Equity theory treats outcomes as a unitary set although 
they are often manipulated independently in organizations. For example, 
the actual level of nonmonetary outcomes, such as job status or working 
conditions (Greenberg, 1988), often does not change when a company im- 
plements a reduction in pay. However, it is likely that the manipulation of 
monetary outcomes will affect workers’ perceptions of outcomes that are not 
manipulated. Workers facing a pay reduction may seek an opportunity to 
redress the resulting underpayment inequity by cognitively augmenting the 
value of other outcomes they receive (Greenberg, 1982). In so doing, they 
may be effectively reducing the inequity they face in a low-risk manner. 

The present investigation examined whether workers evaluated their 
nonmonetary rewards as higher during a period in which monetary rewards 
were reduced than they did when monetary rewards were increased to their 
previously established levels. The nonmonetary outcomes examined in the 
present study were features of the physical work environment that previous 
research has shown to have reward value to employees (for a review, see 
Sundstrom, 1986). For example, opportunities to work in large, private of- 
fices or to have large desks have been recognized as valued organizational 
rewards (Konar, Sundstrom, Brady, Mandel, & Rice, 1982). Moreover, pre- 
vious research has found such environmental rewards to be salient contrib- 
utors to payment equity (Greenberg, 1988), which justifies choosing them as 
outcomes suitable for study as targets of cognitive reevaluation. 

If features of a physical work environment have reward value to em- 
ployees, and if underpaid workers are motivated to redress inequitable con- 
ditions by highlighting the value of the environmental rewards they receive, 
it follows that workers will be more strongly motivated to cognitively aug- 
ment the reward value of environmental features when they are underpaid 


176 Academy of Management Journal March 


than when they are equitably paid. Specifically, I expected workers to cog- 
nitively enhance the value of various nonmonetary, environmental rewards 
as determinants of their overall fair payment when they were financially 
underpaid. Such an effect is consistent with research on inadequate justifi- 
cation showing that people cognitively enhance the value of nonmonetary 
rewards when monetary rewards are reduced (for a review, see Lepper & 
Greene, 1978). 

Hypothesis 1: The perceived importance of environmen- 

tal features as determinants of overall fair payment will 

be greater during a period of reduced pay than during a 

period of reinstated pay. 

A related hypothesis may be derived regarding the amount of nonmon- 
etary rewards people believe necessary to establish overall equitable pay- 
ment. Research has shown that various features of office environments may 
function as rewards that can create states of equity or inequity (Burt & Sund- 
strom, 1979; Greenberg, 1988). Thus, it follows that workers will believe that 
more environmental rewards are necessary to establish overall equitable 
payment when they are underpaid financially than when they are equitably 
paid. 

Hypothesis 2: The perceived amounts of environmental 
features required to establish equitable payment will be 
greater during a period of reduced pay than during a pe- 
riod of reinstated pay. 

Finally, it should be noted that equity theory stipulates that inequitably 
paid workers will experience more job dissatisfaction than those who are 
equitably paid (Greenberg, 1984). However, if underpaid workers cogni- 
tively redefined outcomes as Hypotheses 1 and 2 predict, they would not be 
expected to experience dissatisfaction. The inequity they perceived would 
already have been redressed through cognitive reevaluation, and negative 
attitudinal responses to underpayment would thus be reduced. 

Hypothesis 3: Workers' job satisfaction will not differ sig- 
nificantly in a period of reduced pay and a period of 
reinstated pay. 


METHODS 
Respondents 


The primary participants in the study were 114 salaried white-collar 
employees (68 men and 46 women) of a nonunionized manufacturing firm 
located in a large city. Among them were three subgroups representing dif- 
ferent occupational classifications, including 34 secretaries, 36 clerical 
workers, and 44 lower-level managers. Their median age was 28 years, and 
their median job tenure with the organization was 3.5 years. An additional 
18 employees completed the questionnaire initially but were no longer em- 
ployed by the organization at the time of the second administration. 
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Procedures 


Because a slow sales period prompted a managerial decision to cut all 
employees’ pay by 6 percent, an opportunity presented itself to study reac- 
tions to underpayment inequity in a naturalistic setting. Previous research 
has suggested that the reduction of an established pay level without any 
concomitant lowering of job responsibilities will lead workers to experience 
underpayment inequity (Greenberg, 1982). Employees were given no infor- 
mation about the circumstances leading to the pay reduction—although 
they knew that the company’s sales were slow—and were merely told that 
an across-the-board cut was being implemented to avoid the lay-off of any 
workers. 

Data were collected at two times: 6 months after institution of the pay 
cut and 14 months later, which was 6 months after the reinstatement of 
prereduction pay levels. The rationale for allowing workers to experience 
6-month intervals at each pay level before administering the questionnaire 
was that doing so would ensure that their reactions were the result of rela- 
tively stable conditions. The 6-month delay also eliminated from the pri- 
mary sample those who elected to respond to the inequity by leaving their 
jobs (Finn & Lee, 1972; Telly, French, & Scott, 1971). All participants com- 
pleted the questionnaire voluntarily during nonwork periods and were as- 
sured of the anonymity of their responses. No employee approached by the 
investigator declined to participate. 

The research questionnaire consisted of four parts. The first section 
contained an item designed as a check on the internal validity of the study— 
a question to establish that the workers studied felt more underpaid while 
working under the lower salary conditions that they did after their previous 
pay level was reinstated. Specifically, respondents were asked, “Financially, 
how equitably or inequitably paid are you on your job?” Responses were 
made on a bidirectional scale ranging from 1, greatly underpaid, to 9, greatly 
overpaid, with the midpoint labeled “equitably paid.” Although the psycho- 
metric properties of this single-item measure may be suspect, its use was 
justified on the grounds that previous studies have successfully used similar 
items (Greenberg & Ornstein, 1983). 

The second part of the questionnaire consisted of a series of items asking 
workers “How important is each of the following features of your work 
environment as a determinent of your overall fair payment?" Responses 
could range from 1, not at all important, to 15, extremely important, with the 
midpoint labeled “moderately important.’’* The features, derived from sur- 
veys probing what environmental characteristics are common sources of 
organizational reward among office workers (Konar et al., 1982; Sundstrom, 


1 For this and for the following question, I anticipated that respondents would use half the 
scale, the portion from “moderately important" to "extremely important.” Thus, 15-point bi- 
polar scales were used to allow ample room for discrimination between responses while not 
biasing the potential range of responses with a unipolar scale. 
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1986), were (1) amount of floor space, (2) amount of desk space, (3) amount 
of privacy, (4) number of co-workers sharing office, (5) amount of personal 
space, (6) capacity to personalize work environment, (7) number of work 
surfaces, (8) number of windows in work area, (9) opportunities to select 
decor and furnishings, and (10) amount of storage room. The ten responses 
were averaged to form one scale (a = .93). 

A post-experimental questionnaire verified that each of the ten environ- 
mental features constituted a potential source of reward for employees. Two 
months after the second administration of the questionnaire to the primary 
respondents, I contacted 38 new employees of the firm. The new employees, 
who were demographically similar to the study group, had been hired after 
previous pay levels had been reinstated. Therefore, recollections of the pay 
reduction could not bias their responses. They were asked to indicate the 
perceived value as an organizational reward of each of the ten features on a 
response scale ranging from 1, not at all valuable as a reward, to 9, extremely 
valuable as a reward, with the midpoint labeled “moderately valuable as a 
reward.” All ten features received very high ratings (X = 7.88) that did not 
differ significantly from each other (F « 1.00, n.s.), which verified that the 
features studied constituted potentially valuable sources of reward to the 
employees. Preexperimental interviews with supervisors from the host firm, 
who indicated that these features were highly valued rewards in their orga- 
nization, further supported the selection of the ten features.. 

The third part of the questionnaire was designed to tap perceptions of 
the relative amounts of the ten features workers believed they required to be 
fairly paid. Workers were asked, ‘Compared to the amount you have now, 
how much of each of the environmental features below do you believe you 
should have to be equitably paid?” Scale values ranged from 1, much less, to 
15, much more, with the midpoint labeled “same amount."? As with the 
previous question, I averaged responses to these items to form a single scale 
(a = .90). 

The final part of the questionnaire consisted of the 20-item version of 
the Minnesota Satisfaction Questionnaire (MSQ) (Weiss, Dawis, England, & 
Lofquist, 1967). Coefficient alpha was computed to be .89, a figure compa- 
rable to other published internal consistency data for this scale (Price & 
Mueller, 1986). 


RESULTS 


Exploratory analyses of the data revealed that there were no significant 
differences between the three subgroups of respondents used in the study on 


2 Because both preexpertmental interviews with supervisors and previous research (Konar 
et al., 1982) indicated that fewer office mates were more rewarding than more office mates, in 
contrast with the remaining nine features in which more constituted a greater reward level, I 
decided a priori to reverse-score the item “number of co-workers sharing office" to maintain 
consistency in scoring. 
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any of the dependent measures. Accordingly, all subsequent analyses are 
based on data from the three groups combined. In addition, to aid interpre- 
tation of the results, I computed Pearson product-moment correlations be- 
tween all pairings of measures taken at both pay periods. Table 1 shows the 
resulting intercorrelation matrix. 


Perceived Payment Equity 


The question assessing workers’ perceptions of the equity or inequity of 
their financial payment verified that they felt underpaid while their pay was 
reduced. Specifically, during the reduced-pay period, the mean response to 
the payment equity question (2.16) was significantly lower than it was dur- 
ing the reinstated-pay period (4.66, t,,, = 20.81, p < .001). 


Cognitive Reevaluation Questions 


For the question assessing the perceived importance of the various sta- 
tus symbols, a MANOVA revealed significant differences between the re- 
sponses during the reduced-pay and reinstated-pay periods (F — 88.63, p « 
.001). Supporting Hypothesis 1, when they were underpaid financially, 
workers reported that the environmental rewards were more important de- 
terminants of overall fair pay than when they were equitably paid (x = 11.44 
vs. 9.42). In fact, as revealed by the statistically significant correlation of 
—.38 shown in Table 1, the more underpaid workers felt, the more important 
the environmental features were to them during the reduced-pay period. A 
nonsignificant correlation of —.16 was obtained between the same variables 
during the reinstated-pay period. These two correlations differed from each 
other at a marginal level of statistical significance (z = 1.70, p < .09). 

Individual comparisons between the pay periods revealed that workers 


TABLE 1 
Intercorrelations Between Measures Within and Between Pay Periods* 


Variables 1 2 3 4 5 6 7 


Reduced-pay period 
1. Perceived payment equity” 


2. Importance of features —.38*** 
3. Amount of features —.34***  .09 
4. MSQ score 15 .06 .05 
Reinstated-pay period 
5. Perceived payment equity" —.02 .00 .01 .03 
6. Importance of features .04 .05 .02 .06 —.16 
7. Amount of features .01 .07 .02 .04 —.18 .01 
8. MSQ score .03 DK .06 .07 .12 DD —.03 


€ Unless otherwise noted, N = 114. 

> Interpretation of correlations involving this bidirectional scale was facilitated by decom- 
posing it into two unidirectional scales. However, because 90.35 percent of the responses 
ranged from 1, greatly underpaid, to 5, the midpoint, equitably paid, I analyzed only one 
unidirectional scale (N = 103). 

*** p < .001 
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placed greater importance on eight of the ten environmental features when 
their pay was reduced than they did when their pay was reinstated. Al- 
though the difference between the means for the remaining two environ- 
mental features failed to reach significance, they were in the predicted di- 
rection. The left side of Table 2 reports the corresponding means and stan- 
dard deviations and the results of t-tests comparing the means. 

For the question assessing the perceived amounts of the various envi- 
ronmental features workers believed they required to establish equitable 
payment, a MANOVA revealed significant differences between the re- 
sponses during the reduced-pay and reinstated-pay periods (F = 64.02, p « 
.001). Supporting Hypothesis 2, workers believed they required greater 
amounts of the various environmental rewards to be fairly paid when their 
pay was reduced than they did when their pay was reinstated (x = 11.14 vs 
9.36). In fact, as revealed by the statistically significant correlation of — 24 
shown in Table 1, the more underpaid workers felt, the more of the features 
they reportedly needed to consider themselves fairly paid during the re- 
duced-pay period. A nonsignificant correlation of —.18 was obtained be- 
tween these same variables during the reinstated-pay period. These correla- 
tions were not significantly different from each other (z — 1.13, n.s.). 

Individual comparisons between the pay periods revealed that workers 
reported requiring greater amounts of nine of the ten environmental features 
when their pay was reduced than they required when their pay was rein- 
stated. Although the difference between the means for the “decor selection" 
feature failed to reach significance, it was in the predicted direction. The 
right side of Table 2 shows the corresponding means and standard devia- 
tions and the results of t-tests comparing these means. 


Job Satisfaction 


Analysis of the MSQ scores of workers during the reduced-pay period 
(X = 66.74) and the reinstated-pay period (x = 67.81) revealed a difference 
that was not statistically significant (t « 1.00, n.s.) thereby confirming Hy- 
pothesis 3. Moreover, although there was a positive trend in the relationship 
between satisfaction and perceived financial equity, the correlations be- 
tween these variables, shown in Table 1, were not significant during either 
period. 


DISCUSSION 


The present results highlight the operation of a process that equity the- 
ory has posited (Adams, 1965) but that previous research has not directly 
demonstrated. This process is the cognitive reevaluation of one set of out- 
comes in response to an inequitable state in another set of outcomes. Spe- 
cifically, a pay cut, a reduction in monetary outcomes to below established 
levels, resulted in perceived financial underpayment among workers. Work- 
ers had concomitant tendencies (1) to enhance the perceived importance of 
other outcomes——valued features of the work environment— as contributors 
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to overall feelings of equitable payment and (2) to exaggerate the perceived 
level of these outcomes needed to establish equity. Although theorists have 
suggested that states of inequity reduce job satisfaction (Adams, 1965), in 
this study levels of job satisfaction were not lower during the period of 
underpayment. That finding may be taken as evidence that cognitive reeval- 
uation responses effectively minimized the distressing effects of the ineq- 
uity. 
The present results extend earlier findings showing that workers re- 
spond to underpayment inequity by enhancing the perceived interest value 
of work (Lawler & O’Gara, 1967; Weick, 1964). Apparently, an underpay- 
ment inequity may also facilitate cognitive enhancement of a work environ- 
ment. Such cognitive reevaluation responses appear to represent relatively 
innocuous but effective ways of responding to an inequitable state, precisely 
the kind of responses that equity theory proposes as desired mechanisms of 
inequity reduction (Walster et al., 1978: 36). Specifically, workers may pre- 
fer to redress inequities by cognitively reevaluating outcomes than by en- 
gaging in the potentially riskier behavioral inequity-resolution tactic of low- 
ering their performance—especially when the latter may jeopardize their job 
security, as it would in a period of economic downturn like the period 
studied here (Brockner & Greenberg, 1989). However, because data were not 
available concerning workers’ job performance, the present study does not 
provide insight into how workers may have used the cognitive inequity- 
resolution strategies noted in conjunction with behavioral strategies. Ac- 
cordingly, the generalizability of the present results needs to be assessed in 
future research examining the relationships between multiple inequity- 
resolution strategies (Adams & Freedman, 1976). 

In this regard, the reader is cautioned that the focus on the cognitive 
reevaluation of environmental outcomes in the present study is not meant to 
imply that these are the only outcomes likely to be sensitive to the cognitive 
reevaluation process evidenced here. It would be premature to assume that 
these outcome variables have any special theoretical status other than the 
fact that their selection for study made them salient to the participants. 
Accordingly, future research is needed to examine the conditions underly- 
ing workers’ choice of an outcome variable (or set of variables) as the target 
of their cognitive-enhancement efforts. 

The generalizability of the process tapped in the present study is also 
limited by the fact that self-comparisons appear to have been the referents 
used as the basis for making judgments about payment equity. Self-referents 
were salient in this study because all others in the same organization en- 
countered an equivalent-percentage pay cut. Thus, workers used themselves 
at an earlier time as referents (Austin, 1977). Although previous field re- 
search has found self-comparisons to be salient sources of inequity (e.g., 
Lord & Hohenfeld, 1979), it is possible that inequities prompted by compar- 
isons to other referents would have triggered different reactions from those 
I observed (Goodman, 1974; Scholl, Cooper, & McKenna, 1987). 

Finally, the fact that only reactions to underpayment inequities were 
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studied also limits the present findings. To test the symmetry of the phe- 
nomenon observed here, future research is needed that also examines work- 
ers’ cognitive reactions to overpayment inequities. Since previous research 
has shown that the threshold for overpayment inequity is higher than that for 
underpayment inequity (Zedeck & Smith, 1968), there is reason to be cau- 
tious about premature generalization of the present results in the opposite 
direction. 
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This study found that husbands of employed women reported slightly 
lower levels of job satisfaction, marital adjustment, and quality of life 
than husbands of housewives. Husbands' time commitment to work and 
satisfaction with childcare were found to mediate the effect of wives’ 
employment on husbands' job satisfaction and marital adjustment, re- 
spectively. 


The continued increase in the rate of married women's participation in 
the labor force, which reached 56 percent in 1987 (U.S. Department of Labor, 
1987), has stimulated growing research interest in the effect of wives' em- 
ployment status on both their own and their husbands' well-being. Although 
there is substantial evidence that employment outside the home tends to 
enhance the psychological well-being of women (Kessler & McRae, 1982; 
Warr & Parry, 1982), the consequences of such employment for their hus- 
bands' well-being is less clear. Concern about this issue derives from a wider 
research interest in relationships between work and family roles (Kanter, 
1977; Nieva, 1984) and in growth of the dual-earner life-style in contempo- 
rary society. Investigating such issues brings into sharper focus the intru- 
siveness of work into family life and the effect of family life on job experi- 
ences (Moen, 1985; Rapoport & Rapoport, 1971). Thus, the purpose of this 
study was to (1) investigate the relationships between women's employment 
and multiple indicators of husbands' well-being pertaining to work, family, 
and overall quality of life and (2) identify the mediating variables or under- 
lying mechanisms that explain observed relationships. 


The authors express their thanks to Yara A. Sterling for her valuable assistance in data 
analysis. 
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Prior research in this area has been both provocative and inconclusive. 
Several studies have found small but significant negative effects of women’s 
employment on their husbands’ well-being. For example, husbands of em- 
ployed women have been reported to experience more job pressure (Burke & 
Weir, 1976), higher levels of depression (Kessler & McRae, 1982; Rosenfield, 
1980), lower self-esteem (Kessler & McRae, 1982), greater marital instability 
(Booth, Johnson, White, & Edwards, 1984), lower marital satisfaction (Burke 
& Weir, 1976), lower job satisfaction (Burke & Weir, 1976; Staines, Pottick, & 
Fudge, 1985, 1986), and lower life satisfaction (Burke & Weir, 1976; Staines 
et al., 1986) than husbands of housewives. These studies have clearly indi- 
cated that both the work and family domains are permeable and that expe- 
riences in one domain affect the other (Greenhaus & Parasuraman, 1986). 

However, other researchers have found no differences in levels of psy- 
chological depression (Roberts & O’Keefe, 1981), marital adjustment and 
marital satisfaction (Glenn & Weaver, 1978; Locksley, 1980; Staines, Pleck, 
Shepard, & O’Connor, 1978), or overall happiness (Benin & Nienstedt, 1985) 
between men married to employed women and those married to house- 
wives. Moreover, although Booth (1977) found wives’ employment to have 
generally nonsignificant effects on the marital discord and stress reported by 
their husbands, the few significant effects observed indicated that husbands 
of employed women tended to enjoy happier marriages, were less likely to 
have infectious diseases, and had lower levels of psychiatric impairment 
than husbands of housewives. 

Staines and colleagues (1986) examined several potential mediators of 
the relationship between a wife’s employment status and her husband’s 
well-being. Although the results did not support the study’s hypotheses that 
husbands’ additional domestic burdens, negative attitudes toward wives’ 
employment status, and restricted career mobility would have mediating 
roles, the researchers did find that the husbands of employed women felt 
less adequate as breadwinners than the husbands of housewives and that 
this feeling of inadequacy as a breadwinner mediated a negative relationship 
between a woman’s employment and her husband’s well-being. These dis- 
parate and sometimes conflicting findings of previous studies emphasize the 
need for new research reexamining the relationship between a woman's 
employment and her husband's well-being and clarifying the role of salient 
mediating variables that serve to explain the nature of the relationship. 


SCOPE OF THE CURRENT STUDY 


Figure 1 presents a conceptual model of the variables in this study and 
the hypothesized pattern of relationships among them. As indicated in the 
model, a wife's employment status is expected to be related to three dimen- 
sions of her husband's well-being, respectively representing his affective 
reactions to the domains of work, family, and personal life: job satisfaction; 
marital adjustment, or the degree of happiness of the husband in his mar- 
riage; and overall quality of life. 

On the basis of prior research (Staines et al., 1986) suggesting that the 
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FIGURE 1 
Conceptual Model of the Relationship Between Wives’ Employment 
and Husbands’ Well-being 











Independent Variable Mediating Variables Dependent Variables 
Husband’s Husband’s 
Time commitment to work Job satisfaction 
Wife's employment Work-family conflict Marital adjustment 





Satisfaction with childcare Quality of life 





effect of wives’ employment on husbands’ well-being is indirect, the model 
posits that a husband’s time commitment to work, work-family conflict, and 
satisfaction with childcare will mediate the relationships of a wife's employ- 
ment with his job satisfaction, marital adjustment, and quality of life. Ac- 
cording to James and Brett (1984), a mediator effect is present if all the 
influence of an antecedent variable x (in this study, wife's employment) on 
a consequent variable y (husband's well-being) is transmitted through a third 
variable m, the mediating variable. In terms of the variables examined in this 
study, we expected that the relationship between a wife's employment and 
her husband's well-being would disappear when any one of the three po- 
tential mediating variables was held constant. The rationale for the inclusion 
of each mediator in the model follows. ; 

Regarding time commitment to work, we expected that the husbands of 
employed women would devote less time to their work and that this would 
detract from their feelings of well-being in the work and nonwork domains. 
Recent studies (Barnett & Baruch, 1987; Pleck, 1979, 1985) have shown that 
husbands in dual-earner families spend more hours per week engaged in 
housework and in childcare than do husbands of nonemployed women. One 
consequence of this increased participation in domestic activities by hus- 
bands of working wives may be that they become less involved in their jobs 
than are the husbands of housewives (Gould & Werbel, 1983), in turn receive 
fewer job-related rewards, and thereby experience decreased job satisfaction 
and develop more negative attitudes toward other life domains, including 
marriage and the overall quality of life (Lewis & Cooper, 1987). 

It was also expected that work-family conflict would mediate the rela- 
tionship between wives’ employment and the three indicators of husbands’ 
well-being. Work-family conflict refers to role demands in the work domain 
that conflict with simultaneous role demands in the family domain (Green- 
haus & Beutell, 1985). The additional family-role activities required of men 
in dual-earner relationships are likely to produce high levels of work-family 
conflict for husbands as they attempt to manage simultaneous work- and 
family-domain pressures. Moreover, work-family conflict has been associ- 
ated with decreased marital functioning (Barling, 1986) and with low levels 
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of job, family, and overall life satisfaction (Pleck, Staines, & Lang, 1980; 
Staines & O’Connor, 1980). Therefore, a wife’s employment was expected to 
heighten the intensity of work-family conflict experienced by the husband 
and through that to have adverse effects on his job satisfaction, marital 
adjustment, and quality of life. 

Finally, considering satisfaction with childcare, Benin and Nienstedt 
(1985) found that husbands in dual-career families with no children or with 
grown-up children (18 and older) reported greater happiness than did hus- 
bands of working wives with preschool and school-age children. This raises 
the possibility that arrangements for the care of preschool and school-age 
children may be a salient factor influencing a husband’s reactions to his 
wife’s employment. Pleck, Staines, and Lang (1978) identified childcare- 
related dilemmas as a major source of pressure on the employed parents of 
young children. Thus, the specific arrangements for childcare (Lewis & Coo- 
per, 1987), the quality of such care (Bryson, Bryson, & Johnson, 1978), and 
the husband's satisfaction with these arrangements may mediate the rela- 
tionship of a wife's employment with indicators of her husband's well- 
being. We expected that the husbands of employed wives with young chil- 
dren would experience more dissatisfaction with childcare arrangements 
than would husbands of nonemployed women, and that dissatisfaction with 
childcare would be associated with decreased satisfaction on the job, lower 
marital adjustment, and lower quality of life. This prediction was based on 
the assumption that stresses and dissatisfaction within the family role may 
not only affect marital adjustment and the quality of life (Burke & Weir, 1976; 
Greenhaus & Parasuraman, 1986; Lewis & Cooper, 1987), but also intrude 
into the work domain (Crouter, 1984) and affect work-related attitudes 
(Lewis & Cooper, 1987). 

In summary, three indicators of well-being— job satisfaction, marital 
adjustment, and quality of life — were compared for husbands of housewives 
and husbands of employed women. To the extent that a woman's employ- 
ment was related to her husband's well-being, three variables— husband's 
time commitment to work, work-family conflict, and satisfaction with child- 
care— were examined as possible mediators of this relationship. 


METHODS 
Sample 


The sample for this study was drawn from a data set of 1,080 accoun- 
tants randomly chosen from the membership lists of the Association of Gov- 
ernment Accountants, the American Society of Certified Public Accoun- 
tants, the National Association of Accountants, and the American Associa- 
tion of Women Accountants (Greenhaus, Bedeian, & Mossholder, 1987; 
Mossholder, Bedeian, Touliatos, & Barkman, 1985). The participation rate of 
individuals chosen for the overall data set was 63 percent. Inclusion in the 
present set (N = 413) was restricted to men who were employed full-time 
and married at the time the data were collected. Roughly half the men were 
industrial accountants, and the rest were certified public accountants or 
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government accountants. Approximately 75 percent of the accountants 
earned annual salaries of between $20,000 and $49,999. Eighty percent of 
the respondents were between the ages of 30 and 59, and the modal age 
category (N = 178) was 30—39 years. Average levels of job tenure and or- 
ganizational tenure were approximately two and six years respectively. 
Nearly 94 percent of the respondents held college degrees and 41 percent of 
the wives were college graduates. 


Measures 


Wife’s employment status was assessed from responses to an open- 
ended question regarding spouse employment. The data showed that the 
wives of 214 respondents were employed at the time of the study and the 
wives of 199 were not employed. A dichotomous variable was created in 
which husbands of employed wives were coded 2 and husbands of nonem- 
ployed wives were coded 1. 

Overall job satisfaction was measured by the short form of the Minne- 
sota Satisfaction Questionnaire (Weiss, Dawis, England, & Lofquist, 1967). 
Responses to the 20 items were averaged to produce a total job satisfaction 
score (a = .91). 

Marital adjustment was assessed by Locke and Wallace’s (1959) Marital 
Adjustment Scale, which taps the degree of happiness within a marriage; 
agreement or disagreement between spouses on such matters as finances, 
demonstration of affection, and philosophy of life; mutuality in resolving 
disagreements; and commonality of spouses’ interests. Responses to the 15 
items were averaged so that high scores reflected high levels of marital 
adjustment and low scores reflected the presence of extensive marital prob- 
lems (a = .76). The scale has been cited as the most widely used and 
validated measure of marital quality (L’Abate & Goodrich, 1980). 

Quality of life was assessed with a scale used by Staines and colleagues 
(1986) and derived from Quinn and Shepard’s (1974) Quality of Employ- 
ment Survey. In the first portion of the scale, respondents rated their present 
life situation on eight 7-point bipolar scales (e.g., boring-interesting, lonely- 
friendly, empty-full). Following previous usage (Greenhaus et al., 1987), we 
averaged and standardized the seven items. Responses to two other items 
measuring happiness (“Taking all things together, how would you say things 
are these days? Not too happy, pretty happy, very happy”), and life satis- 
faction (“In general, how satisfying do you find the ways you are spending 
your life these days? Not very satisfying, pretty satisfying, completely 
satisfying") were also averaged and standardized. We then averaged the two 
component standard scores to produce an overall quality of life index (a = 
93). 

Time commitment to work was determined from individuals’ responses 
to two items asking them to indicate their employment status (part-time or 
full-time) and, on the average, how many hours a week they worked on their 
current job. We excluded respondents who reported working part-time from 
this study and combined and coded the response options for hours worked 
by full-time accountants to create four categories of approximately equal 
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intervals: 30—40 hours, 41—48 hours, 49—59 hours, and 60 hours or more. 
The modal response category was 41—48 hours per week (N — 200). 

Work-family conflict was measured by eight items adapted from Burke, 
Weir, and Duwors's (1979) scale assessing the impact of job on homelife. The 
eight items measured the perceived effects of current job demands on mental 
and physical states at home, participation in home activities, vacation, and 
social activities, and the respondent's relationship with his spouse. Re- 
sponses to the 5-point items were reverse-scored and averaged (a = .92) so 
that high scores reflected a negative impact of job on homelife (work-family 
conflict), and low scores reflected a positive impact of job on homelife. 

To assess satisfaction with childcare, we asked respondents with young 
children at home (N = 221) to identify childcare arrangements; the options 
specified ranged from in-home care by self or spouse through care in a 
day-care center to self-care by the child. They were also asked to indicate 
their satisfaction with the arrangements on a 4-point scale ranging from 1, 
very dissatisfied, to 4, very satisfied. 

Finally, demographic variables were assessed. Recent studies (Fendrich, 
1984; Staines et al., 1985, 1986) have pointed to the importance of control- 
ling for the effects of potentially confounding demographic variables in as- 
sessing the relationship between wives' employment and husbands' well- 
being. We selected five demographic variables suggested in prior research as 
salient controls: husband's age, education, and salary (Staines et al., 1986), 
wife's education (Duncan, 1979), and number of children in a family (Bryson 
et al., 1978; Fendrich, 1984). 

Husband's age included five levels ranging from 20—29 years to above 
59 years. Both husband's and wife's education were categorized into eight 
levels ranging from not having completed high school to attainment of a 
doctoral degree. Husband's salary consisted of six levels, from $10,000— 
19,999 to over $59,999. Number of children was measured by an item asking 
respondents to indicate the number and agés of their children. 


Data Analysis 


Following the procedure used by Staines and colleagues (1986), we 
performed multiple regression analysis to examine the relationship between 
wife's employment and husband's well-being. In the first step, each indica- 
tor of husband's well-being was regressed on wife's employment status to 
establish the presence or absence of an association between the independent 
and dependent variables. In the second step, husband's well-being was re- 
gressed on wife's employment, and on the five demographic variables (hus- 
band's age, husband's education, wife's education, husband's salary, and 
number of children). If the relationship between wife's employment and 
husband's well-being was substantially similar after the inclusion of demo- 
graphic controls, the relationship could not be attributed to the demographic 
characteristics of the sample. In the third step, husband's well-being was 
regressed on wife's employment, the five demographic controls, and one of 
the proposed mediators: time commitment to work, work-family conflict, or 
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satisfaction with childcare. If the relationship between wife’s employment 
and husband’s well-being was substantially reduced by the addition of any 
one of the three hypothesized mediators, we assumed that the variable 
played a mediating role. The step-by-step inclusion of the demographic con- 
trols and the mediator variables facilitated a clear assessment of which par- 
ticular variables mediated the relationship observed between wife’s employ- 
ment and the three indicators of husband’s well-being. 


RESULTS 


Table 1 presents the correlations among the study variables. Note that 
wife’s employment was significantly related-to husband’s job satisfaction 
and quality of life. Subsequent t-tests revealed that job satisfaction was sig- 
nificantly lower (t = 2.58, p < .01) among husbands of employed women 


(x = 3.29, s.d. = .65) than among husbands of nonemployed women 
(x = 3.45, s.d. = .58). In a similar vein, quality of life was lower (t = 2.70, 
p < .01) for husbands of employed women (x = —.10, s.d. = .90) than for 


husbands of nonemployed women (x = .14, s.d. = .88). The significant 
correlations among quality of life, job satisfaction, and marital adjustment 
show that the three indicators of husbands’ well-being are moderately inter- 
related (median r = .41). 

Table 2 presents the results of the regression analyses predicting hus- 
bands' job satisfaction. Wife's employment had a significant effect both prior 
to (B = —.13, p « .01) and after (B = —.10, p < .05) the inclusion of the 
demographic control variables. The effect of wife's employment was re- 
duced to nonsignificance following the inclusion of time commitment to 
work. The inclusion of work-family conflict also reduced the effect of wife's 
employment on husband's job satisfaction to nonsignificance. An inspection 
of Table 1 reveals that time commitment to work was the only mediating 
variable that was significantly related to both wife's employment (r = —.10; 
p < .05) and husband's job satisfaction (r = .29, p < .001). Further inspec- 
tion of the data shows that husbands of employed women reported working 
fewer hours per week than husbands of housewives (x — 1.91 vs. 2.06, t — 
1.94, p — .053). Thus, it appears that a reduction in husbands' time com- 
mitment to work provides a partial explanation for the negative relationship 
between wives' employment and husbands' job satisfaction. Although work- 
family conflict was unrelated to wife's employment, it had a negative effect 
on job satisfaction (B = —.30, p « .001). 

Because the childcare satisfaction variable was available only for the 
221 respondents with young children, we conducted a separate regression 
analysis to test for the mediating effect of this variable on the relationship 
between wife's employment and husband's job satisfaction. Columns 5, 6, 
and 7 of Table 2 report this analysis. The results show that for the subgroup 
of the sample with young children, wife's employment had a nonsignificant 
effect on husband's job satisfaction both before and after the inclusion of 
demographic controls and after the inclusion of childcare satisfaction in the 
regression equation. 
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Table 3 presents the results of the regression analyses predicting hus- 
bands’ marital adjustment. The data show that the initially nonsignificant 
relationship between wife’s employment and husband’s marital adjustment 
(B = —.08) became significant with the inclusion of the demographic con- 
trols (B = —.12, p « .05) and remained significant after time commitment to 
work was included (B — —.13, p « .01). The effect of wife's employment on 
husband's marital adjustment remained significant also when work-family 
conflict (B = —.11, p « .05) was included as a mediator. Columns 5, 6, and 
7 of Table 3 show the results of the regression analysis for the restricted 
sample of men with young children. Although the multivariate F for the 
regression equation as a whole only approached significance (p = .10), the 
effect of wife's employment on husband's marital adjustment after control- 
ling for the demographic variables (B = —.13, p « .10) dropped to nonsig- 
nificance when satisfaction with childcare was included as a mediator. Hus- 
bands of employed women were less satisfied with childcare arrangements 
than were husbands of housewives (x = 3.29 vs. 3.89, t = 9.10, p < .001). 
The strong negative correlation between wife's employment and husband's 
satisfaction with childcare (r = —.52, p « .001) and the positive relationship 
between childcare satisfaction and marital adjustment (r — .17, p « .01) 
provide some evidence for the mediating role of childcare satisfaction in the 
prediction of husbands' marital adjustment. 

Table 4 reports the regression results predicting husband's overall qual- 
ity of life. The effect of wife's employment was initially significant (B — 
—.14, p < .01) and remained significant after the inclusion of the demo- 
graphic controls, as well as when time commitment to work and work-family 
conflict were respectively included as mediators. Columns 5, 6, and 7 of 
Table 4 report the results of the regression analysis examining the potential 
mediating effect of satisfaction with childcare on the quality of life for the 
subsample of married men with young children at home. The data show that 
wife's employment was unrelated to husband's quality of life both before 
and after the addition of the demographic control variables and childcare 
satisfaction. Therefore, none of the proposed mediators explained the rela- 
tionship between wife's employment and husband's quality of life. 


DISCUSSION 


The results of this study confirmed previous findings concerning the 
effects of wives' employment on husbands' well-being. Small but significant 
negative relationships were observed between women's employment status 
and two indicators of their husbands' well-being, job satisfaction and overall 
quality of life. The persistence of these relationships across different profes- 

. sional groups, including engineers and accountants (Burke & Weir, 1976) 
and public and private accountants (the present study), as well as across 
different occupations and jobs represented in national employee samples 
(Kessler & McRae, 1982; Staines et al., 1985, 1986), highlights the potential 
for wives' employment to have adverse effects on husbands' well-being. 
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However, the overall effect of wife’s employment on husband’s well-being 
observed in this study was small, explaining 2 percent or less of the variance 
in the three dependent variables. Wife’s employment status has accounted 
for similarly low percentages of variance in measures of husband’s well- 
being in previous studies (Staines et al., 1985, 1986). These results suggest 
that other, unmeasured, variables (James, Mulaik, & Brett, 1982) not in- 
cluded in this study may provide additional explanation of variation in 
husbands' well-being. 

In previous studies and in the present research, the negative relation- 
ships between wives' employment and indicators of husbands' well-being 
could not be attributed solely to the influence of demographic characteristics 
on the independent and dependent variables. Moreover, although wife's 
employment had no negative effect on husband's marital adjustment by 
itself, the emergence of a significant relationship subsequent to the intro- 
duction of demographic controls reinforced the importance of including 
salient demographic covariates in assessing relationships of wives' employ- 
ment with measures of husbands' well-being. 

The expectation that selected work and family variables would mediate 
the relationship between wives' employment and husbands' well-being was 
partially supported. The negative relationship between wife's employment 
and husband's job satisfaction seemed attributable to a reduction in hus- 
band's time commitment to work. The husbands of employed women tended 
to work fewer hours per week than the husbands of housewives; this lower 
time commitment to work was accompanied by lower levels of job satisfac- 
tion, possibly due to fewer job-related rewards. These results indicate how a 
family-related variable like spouse's employment can affect behavior in the 
work domain and suggest that time commitment to work may be considered, 
along with adequacy as a breadwinner (Staines et al., 1986), as a mediator of 
relationships between wives' employment and husband's job satisfaction. 

The results regarding the mediating role of satisfaction with childcare 
on marital adjustment should be interpreted cautiously, since they only 
approached significance. However, the data provide tentative evidence that 
dissatisfaction with childcare arrangements mediates the relationship be- 
tween wives' employment and husbands' marital adjustment for families 
with young children. Wife's employment was negatively related to hus- 
band's satisfaction with childcare, which in turn was positively related to 
marital adjustment. Viewed in terms of the life stage in husbands’ well-being 
(Benin & Nienstedt, 1985), this finding suggests that not merely the number 
of children in a family but also the satisfactoriness of childcare arrangements 
affect marital adjustment. Further research is needed, however, before any 
firm conclusions can be drawn about the mediating role played by this 
variable. 

Although work-family conflict did not emerge as a significant mediator, 
it was negatively related to husband's job satisfaction, marital adjustment, 
and quality of life, findings that are highly consistent with prior research 
(Kopelman, Greenhaus, & Connolly, 1983; Sekaran, 1985). The failure to 
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serve as a mediator appears to be due to the absence of a relationship be- 
tween wife’s employment and work-family conflict. This unexpected find- 
ing suggests that other family variables, such as the division of domestic 
labor within a household, may moderate the relationship between a wife’s 
employment and the level of work-family conflict experienced by her hus- 
band, a topic worthy of further study. 

The present study demonstrates the complex interrelationships between 
spouses' work and nonwork roles in dual-earner relationships (Greenhaus, 
1987; Sekaran, 1986). The findings represent an extension of previous stud- 
ies that have emphasized the intrusiveness of family situation variables on 
women's work attitudes and behavior. Although the magnitude of the neg- 
ative relationships found between wives' employment and indicators of hus- 
bands' well-being was modest, the present results emphasize the need for 
husbands to understand the effects of their wives' employment on their own 
lives so they can make career decisions that meet both spouses' needs. Sim- 
ilarly, the data suggest that women must understand the impact, if any, of 
their own work behavior on their husbands’ careers and lives. In short, the 
pursuit of parallel work and family roles by spouses in dual-earner relation- 
ships requires mutual understanding of the implications of this life-style for 
their well-being in both work and nonwork domains (Gilbert, 1985; Green- 
haus, 1987). 

Although this study provides interesting new insights into the effects of 
women's labor force participation on dimensions of their spouses' well- 
being, additional research is required to map more completely the contin- 
gencies affecting the strength and pattern of relationships. For example, in 
the present study, it was impossible to determine whether a woman was 
employed part-time or full-time. Although previous studies have found 
wives' employment to have deleterious effects on husbands' well-being 
when wives were employed 20 hours or more (Staines et al., 1986), when 
wives were employed full-time and part-time (Burke & Weir, 1976), and 
when the number of hours worked by wives was not specified (Kessler & 
McRae, 1983; Rosenfield, 1980), a direct examination of the effect of wom- 
en's employment status (part-time versus full-time) is necessary to clarify 
this issue. Moreover, since a woman's salary can increase the family's stan- 
dard of living and can shift the distribution of power between spouses 
(Sekaran, 1986), future research should also assess the effect of the level of 
wives' income on husbands' well-being. l 

In this context, it is also necessary to assess whether the salience of the 
work role or the type of job held by a woman (e.g., managerial versus clerical 
or blue-collar, or professional versus technical) affect the strength of the 
relationship between her employment status and her husband’s well-being. 
To the extent that wives are intensely involved in their careers, they may 
have less time available for expressive interaction with their husbands (Bur- 
gess, 1981), and the reduction in emotional support provided may decrease 
well-being among husbands. This is an area that deserves investigation. 
Finally, the need for longitudinal research should not be surprising. Al- 
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though causal relationships between wives’ employment and husbands’ 
well-being have been implied, the possibility of reverse or reciprocal causa- 
tion cannot be ruled out. For example, it is possible that some women resort 
to outside employment as a means of relief from a dissatisfying marriage or 
a husband frustrated with his job. Nevertheless, the identification of patterns 
of relationships between wives’ employment and husbands’ well-being, as 
in the present study, is a necessary first step in the development and refine- 
ment of a causal theory. 
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INTERORGANIZATIONAL DEPENDENCE AND CONTROL 
AS PREDICTORS OF OPPORTUNISM 
IN DEALER-SUPPLIER RELATIONS 
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This study examines Williamson's (1875) concept of opportunism in 
relations between farm and power equipment dealers and their pri- 
mary supplier organization. Results from a national survey generally 
support hypotheses predicting that dealer opportunism will be nega- 
tively related to dealer dependence on a primary supplier and posi- 
tively related to supplier control over dealer decisions. 


One of the more recent ways of thinking and theorizing about relations 
between organizations is Williamson's markets and hierarchies perspective 
(Williamson, 1975; Williamson & Ouchi, 1981). Williamson's basic view is 
that economic activity will be more efficient—transaction costs will be 
lower— when it is conducted within a single organization, or hierarchy, 
rather than through a market of several organizations. Williamson specifi- 
cally posited that in economic relationships among organizations, four con- 
ditions that characterize most interorganizational exchanges give rise to 
transaction costs: uncertainty about or the complexity of future environmen- 
tal states, bounded rationality, small numbers bargaining, and opportunism. 
Uncertainty and the bounded rationality of decision makers combine to 
create situations in which contracts based on transactions between two or- 
ganizations cannot specify all possible contingencies. In addition, most mar- 
kets are characterized by relatively small numbers of possible transaction 
partners, some of which behave opportunistically, or in ways that involve' 
"making false or empty, that is, self-disbelieved, threats and promises in the 
expectation that individual advantage will thereby be realized" (William- 
son, 1975: 26). Other firms cannot easily avoid opportunistic organizations 
because of the small numbers condition. When the transaction costs that 
result from the occurrence of these two pairs of relationships become suffi- 
ciently high, Williamson proposed that organizations seek to reduce costs by 
shifting from market, or interorganizational, exchanges to exchanges within 
a single hierarchy in which opportunism can be more readily controlled. 


We would like to thank Terry L. Childers for his inspiration in the early conceptual de- 
velopment of this project. 
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Despite the importance of all four conditions for explaining economic 
interorganizational exchanges, theory development and research on all four 
have not been equal. Williamson, an economist, focused primarily on the 
small numbers problem. Although there has been little direct empirical 
study of bounded rationality, the concept has been a major force underlying 
the development of behavioral views of decision making (Cyert & March, 
1963). Organizational theorists have studied the issue of environmental un- 
certainty and complexity in considerable depth. However, despite the theo- 
retical importance of opportunism for explaining interorganizational rela- 
tions, researchers have devoted very little attention to the subject (Maitland, 
Bryson, and Van de Ven, 1985 is an exception), and empirical research is 
virtually nonexistent in the organizational literature. 

The study reported here addressed this shortcoming by examining the 
extent to which farm and power equipment dealers are likely to engage in 
opportunistic behavior in relations with their primary supplier organiza- 
tions. We propose that such behavior is a function of dealers’ dependence on 
suppliers and the extent to which suppliers attempt to control dealers’ de- 
cisions. 

Farm and power equipment dealers were selected for this study because 
they were a set of firms in a single industry that were legally distinct entities 
but typically dependent on a primary supplier organization for many of their 
business needs. Thus, all dealers studied could readily respond to questions 
regarding relations with a single type of organization that was important to 
all. Furthermore, the economic recession in the farm industry during the 
time of data collection and the tensions resulting from this resource scarcity 
meant that opportunistic behavior by dealers would not be unanticipated, 
providing a good context for testing our hypotheses. 


OPPORTUNISM AND POWER 


Opportunism, in this context, is behavior by economic agents that in- 
volves “‘self-interest-seeking with guile” (Williamson, 1975: 26). Williamson 
emphasized that in relations among organizations, such behaviors as hard 
bargaining or intense disagreement are not opportunistic, nor are advantages 
that may result from having a unique location or skill the result of oppor- 
tunism. Rather, for an organizational advantage to be considered a result of 
opportunism, "be strategic manipulation of information or misrepresenta- 
tion of intentions" (Williamson, 1975: 26) must have occurred. Activities 
like taking shortcuts, breaking promises, masking inadequate or poor quality 
work, and generally being dishonest in order to gain an advantage are ex- 
amples. The emergence of opportunism is less probable in hierarchical re- 
lationships within an organization than it is in relations between organiza- 
tions, given the strong social constraints against deceit and deception that 
generally exist among people who work together and the potential for inter- 
nal sanctions. Indeed, the possibility of controlling opportunistic behavior, 
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thereby reducing transaction costs, is a major reason organizations move 
from markets to hierarchies (Williamson & Ouchi, 1981). At the interorga- 
nizational level, however, opportunism is not readily monitored and sanc- 
tions are infrequent. Thus, although most individuals would view oppor- 
tunism as unethical, it does occur in relations among organizations. For 
instance, some packers in the meat industry have been known to mix inferior 
grades and cuts of beef with their regular beef shipments to restaurant sup- 
pliers as a way of cutting costs and increasing profits. Although the inci- 
dence of such behavior will probably be low when relations among organi- 
zations are long-term because of the expectation of repeat business, William- 
son argued that the level of trust in business is such that firms will always 
anticipate some opportunistic behavior. 

` Because opportunism involves gaining an advantage relative to other 
organizations, it may be thought of as related to power. By engaging in op- 
portunistic behavior, an organization can influence the decisions of other 
organizations in ways that favor its own needs. In fact, the willingness to 
behave opportunistically may allow an organization to influence other or- 
ganizations, at least in the short run, to an extent that is well beyond what 
might have been expected from an examination of its traditional bases of | 
power (Astley & Sachdeva, 1984; French & Raven, 1959; Hickson, Hinnings, 
Lee, Schneck, & Pennings, 1971). 

Any organization can engage in opportunistic behavior, regardless of the 
strength of its position relative to others. For instance, the management of a 
powerful supplier may behave opportunistically in relations with its dealers 
because it can readily exploit these weaker members of its organizational set 
and thus gain further advantage. On the other hand, relatively weak dealers 
may also behave opportunistically. Lacking more traditional bases of power, 
the management of these organizations may view opportunism as the only 
viable way of ensuring that their needs are adequately met in relations with 
a powerful supplier. For instance, in order to insure prompt and adequate 
delivery of certain types of equipment and parts from a supplier, a dealer 
may make false promises to devote a certain amount of showroom floor 
space to a new product line and to undertake a major local promotional 
campaign. 

Williamson's theory focuses on the transaction costs of firms dealing 
with opportunistic organizations. What Williamson does not address are 
factors that either contribute to or detract from the propensity of a firm to 
behave opportunistically. If opportunism is indeed related to power, as we 
proposé, it should be possible to explain the emergence of opportunistic 
behavior by dealers in relations with their primary suppliers by focusing on 
two important aspects of power-— dependence and control over decisions. 

Although the degree of dependence on a supplier will vary across deal- 
ers, in general dealers' dependence on a major supplier will be substantially 
higher than the supplier's dependence on any one dealer (Provan, 1982; 
Skinner & Guiltinan, 1986). Within this general relationship, however, the 
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dependence of dealers on their primary suppliers is likely to vary, depend- 
ing on such factors as the number and availability of alternative suppliers 
(Pfeffer & Salancik, 1978) and the internal strengths of a dealer, which may 
enable it to provide itself with many services suppliers often provide (Blau, 
1964). Because fear of possible retribution against those who engage in self- 
serving and devious behaviors exists in any relationship, we propose that 
dealers that are highly dependent on a primary supplier will not behave 
opportunistically. Because the typical dependence relationship between a 
primary supplier and an individual dealer is heavily weighted in favor of the 
supplier, a highly dependent dealer can suffer substantial negative conse- 
quences at the hands of its primary supplier if the supplier believes the 
dealer is actively opportunistic. For instance, a supplier may withhold key 
information or needed parts and equipment from the dealer, or ultimately, it 
may terminate the relationship. Viewing supplier-dealer relations in a more 
positive light and building on the findings of Hall, Clark, Giordano, Johnson, 
and Van Roekel (1977), we suggest that high levels of dependence may also 
indicate a relationship that is highly cooperative, resulting in little need for 
opportunism. Conversely, a low level of dependence on a supplier may well 
lead to high levels of opportunism among dealers; if caught, these dealers 
can more easily shift to other suppliers or provide critical services on their 
own than can their highly dependent counterparts. Thus, 

Hypothesis 1: Opportunistic behavior by dealers in rela- 

tions with their primary supplier will be negatively re- 

lated to dealer dependence on that supplier. 

The second aspect of power we propose as related to dealer opportun- 
ism is a primary supplier's control over dealers' decisions. Such decisions 
could include those related to broad dealer policies or to daily operations. 
Because all dealers are at least moderately dependent on their primary sup- 
pliers, and some are highly dependent, suppliers have at least the capacity 
to exert control over some dealer decisions (Provan, 1980; Wrong, 1968) and 
thus constrain dealer autonomy. Although some dealers may welcome such 
control, we contend that most dealers will attempt to preserve their decision 
autonomy. One way in which dealers may resist is by engaging in opportu- 
nistic behavior. For instance, to avoid supplier interference on decisions 
about carrying a new piece of equipment, dealers will sometimes knowingly 
exaggerate the expected demand for the new item or for other products, 
depending on whether or not they want to carry the new item. 

The explanation of the relationship between control and opportunism 
offered here is consistent with Brehm's (1966) theory of psychological reac- 
tance. Very generally, that theory holds that when individuals have their 
freedom constrained, they are likely to resist, taking actions to improve their 
condition. In dealer-supplier relations, when suppliers try to control dealer 
decisions, such actions may well take the form of opportunistic behavior. 

Hypothesis 2: Opportunistic behavior by dealers in rela- 
tions with their primary supplier will be positively re- 
lated to supplier control over dealer decisions. 
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METHODS 
Sample 


Data were collected in 1986 via a national survey of farm and power- 
equipment dealers. We selected a simple random sample of 800 dealers from 
the membership directory of the National Farm and Power Equipment Deal- 
ers Association. A cover letter accompanied a mail survey explaining the 
purpose of the study and promising confidentiality. Questionnaires were 
returned by 226 dealers, yielding a 28.2 percent response rate.. 

Consistent with figures for the entire industry, fewer than 1 percent of 
the dealers sampled (.496) were owned by the suppliers. All others were 
either separately owned corporations (78.896), partnerships (496), or single 
proprietorships (12.496).! These dealers typically sell the equipment of sev- 
eral suppliers, including John Deere, Allis Chalmers, International Har- 
vester, Massey-Ferguson, Ford, White, New Holland, and J. I. Case. One of 
those firms is usually recognized as a dealer's primary supplier. 


Measurements 


Since opportunistic behavior is almost impossible to observe firsthand, 
and since even reputational measures are highly unreliable owing to the 
unobtrusive ways in which people are likely to exercise such behavior, we 
questioned the heads of each dealership directly using a 9-item scale based 
on the work of John (1984). We added several items to the original scale to 
conform to the present research setting (the Appendix lists all 9 items). 
Dealers were asked the extent to which they agreed or disagreed with each 
statement. As responses to the individual items were highly intercorrelated, 
we summed them to arrive at an opportunism scale (a = .82). 

~ Three variables were used to measure dealer dependence on a supplier. 
The first focused on dependence for critical services. We selected services 
critical to the dealers' operations through interviews with a preliminary 
group of dealers in one locale. These items were combined to form a 16-item 
service-dependence scale (see the Appendix; a = .88). To obtain a more 
objective measure of dependence, we also asked dealers to report the total 
number of suppliers with which they were engaged. Finally, following Em- 
erson (1962) and Blau (1964), we measured the availability of alternative 
suppliers. Using a 10-point scale, with 1, not as likely as present supplier, 
to 10, more likely than present supplier, we asked dealers to report the 
likelihood that another supplier could provide the same support in accom- 
plishing their goals as their primary supplier. In contrast to the measure of 
service dependence, high scores on the scales measuring the number of 
suppliers and the availability of alternatives reflected low dependence on 
any one supplier. All three measures were found to be statistically related, 


1 The remaining dealers (4.4%) listed themselves as “other.” 
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although not strongly enough to warrant combining them into a single mea- 
sure (mean interitem r = .20). 

Control over dealer decisions by a supplier was measured using scales 
that separately assessed formalization, or control through rules and proce- 
dures, and centralization, or contro] through direct involvement by a sup- 
plier's management (a = .65 and .76, respectively). Specific items appear in 
the Appendix. Formalization and centralization are conceptually related in 
that both are methods of decision and behavior control. However, as Blau 
and Schoenherr (1971) and other contributors to the organizational structure 
literature have found, the concepts may be statistically unrelated (as was the 
case here, r = —.04) or even negatively related, since using the two methods 
of control together is often not necessary. 


RESULTS AND DISCUSSION 


Table 1 presents the means, standard deviations, and correlations for all 
variables. The two hypotheses were tested using multiple regression analy- 
sis, the results of which are reported in Table 2. 

Overall, the two sets of independent variables, dealer dependence on a 
primary supplier and supplier control of dealer decisions, predicted dealer 
opportunism in relations with a primary supplier fairly well. The multiple 
correlation for the entire predictor set, .40, is statistically significant at the 
.001 level, explaining 14 percent (adjusted R?) of the variance in opportun- 
ism. Furthermore, the mean score for opportunism (22.73 for the 9-item 
scale) generally supports Williamson's view that although opportunism is 
not pervasive in interorganizational relationships, it does in fact occur fre- 
quently enough to affect them. 

The first hypothesis was supported for two of the three measures of 
dependence. Specifically, dealers' perceptions of their dependence on their 
primary suppliers for 16 services emerged as a strong, significant predictor 





of dealer opportunism (B = —.25, p.001), and the reported actual number 
TABLE 1 
Means, Standard Deviations, and Correlations For All Variables? 
Variables Means s.d. 1 2 3 4 5 
1. Opportunism 22.73 8.86 
Dependence 
2. Service dependence 79.84 12.99 ~—.31** 
3. Number of suppliers 3.432 1.91 13* — —.13* 


4. Availability of alternatives — 3.67 2.38 .21** —.31** az** 
Control over decisions 


5. Formalization 19.90 4.90 .08 .02 —.03 —.08 
6. Centralization 13.07 5.53 .25**  —.17** —.04 .26**  —.04 
an = 226 
"pe Dë 


** p«.01 
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TABLE 2 
Multiple Regression Results for Predictors of Dealer Opportunism* 
Independent Variables Betas F Significance 
Dependence 
Service dependence —.25 14.08 .001 
Number of suppliers 210 2.42 .05 
Availability of alternatives .08 1.24 n.8. 
Control over decisions 
Formalization 11 2.93 .05 
Centralization 19 8.90 .01 
Multiple R .40 8.50 .001 
F? -16 
Adjusted R? 14 
an = 226 


of current suppliers to a dealer (only one of which was the primary supplier) 
was a modestly significant predictor of opportunism (B = .10, p 5.05). Only 
the perceived availability of an alternative supplier as a replacement for a 
primary supplier emerged as a nonsignificant predictor of opportunism, al- 
though the direction of the beta weight was positive and the zero-order 
correlation was positive and statistically significant (r = .21, p $.01). Since 
service dependence was correlated fairly strongly with availability of alter- 
native suppliers (r = — .31), the nonsignificant beta weight for this variable 
as a predictor of opportunism was not entirely unexpected and suggested 
that the service-dependence measure was relatively stronger. (Positive find- 
ings for the last two dependence measures imply an inverse dependence- 
opportunism relationship since a higher score on either measure means low 
dependence on a primary supplier.) 

Overall, the strength of these findings lends reasonable support to the 
idea that highly dependent dealers are less likely than moderately depen- 
dent ones to engage in opportunistic behavior with their primary equipment 
suppliers, either because the dealers fear the consequences of getting caught 
or because high-dependence relationships with suppliers are likely to be 
cooperative and supportive.? 

Results fully supported the second hypothesis, pertaining to supplier 
control over dealer decisions. Control of dealer decisions through supplier 
rules and procedures (formalization) and through the direct involvement of 
supplier management (centralization) were positively related to opportun- 


? Since dealer dependence on a primary supplier will almost always be at least moderately 
high, opportunism is a potentially relevant issue in their relationship. However, dealers would 
seem to have little need to be opportunistic in relations with a supplier when their dependence 
on that supplier is low. This suggests a curvilinear relationship between dependence and 
opportuniam across the full range of possible dependencies. Using our restricted sample, which 
contained no low-dependence dealers, we tested for, but did not find, a curvilinear relationship 
between service dependence and opportunism. 
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ism. Results were stronger for centralization. It appears that dealers are 
likely to view either method of decision control by a primary supplier, but 
particularly centralization, negatively, which leads to at least some resis- 
tance in the form of opportunistic behavior. 

The stronger finding for centralization is itself interesting and points to 
the difference in the two types of control. It may seem that the chance to 
behave opportunistically would be greater for dealers when control over 
their decisions is through a supplier’s rules and procedures, since the sup- 
plier’s management would not be actively monitoring compliance. However, 
given the findings, an alternative explanation seems more likely. The deci- 
sions asked about in our study were rather broad and involved the daily 
running of the dealers’ businesses. Thus, dealers would be likely to view 
attempts by suppliers to control those decisions through direct involvement 
negatively, especially when the suppliers are physically far removed from 
the dealers, their customers, and their problems. Supplier control of such 
decisions would imply a loss of managerial autonomy and provoke oppor- 
tunistic behavior. Alternatively, dealers may view the existence of supplier 
rules and procedures as somewhat less constraining and controlling than 
centralization because of the formal, less personal way in which the former 
are imposed. Additionally, rules tend to change infrequently, thus giving 
both suppliers and dealers consistent guidelines within which all can oper- 
ate reasonably effectively. 

As an additional step in the analysis, we introduced the dealers’ total 
profits for 1982, 1983, and 1984 as a sixth independent variable to determine 
if profitability had any impact on dealers’ use of opportunistic behavior and 
if the two hypotheses would still be supported. Because only 143 of the 
original 226 dealers reported their profits or losses, separate regression equa- 
tions were run, both with and without the profitability measure, for the 
reduced sample. The results (not shown) indicated substantial support for 
the two hypotheses whether or not profitability was included in the equa- 
tion. The beta weight for profitability was only .01 and was not significant. 


SUMMARY AND CONCLUSIONS 


To summarize the findings, we found modest levels of self-reported 
instances of opportunistic behavior by agriculture equipment dealers to exist 
in relations between those dealers and their primary suppliers. In support of 
Hypothesis 1, dealer opportunism was found to be negatively related to 
dealer dependence on a primary supplier. Consistent with Hypothesis 2, 
dealer opportunism was positively related to supplier control over dealer 
decisions on the basis of measures of both formalization and centralization. 

The study’s major shortcoming is its methodology. Since all data were 
collected from a single source within each dealership, and since most of the 
measures were based on dealer perceptions of levels of opportunism, de- 
pendence, and control over decisions, common method bias may well exist. 
Nonetheless, there is reason to believe that this problem is not so great as to 
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invalidate the results. Since the dealerships surveyed were small businesses, 
it is not unreasonable to expect that the head of each would have been the 
most knowledgeable person concerning dealer-supplier relations. Also, al- 
though objective data would have been desirable, collection of such data for 
the variables studied here, especially opportunism, would have been excep- 
tionally difficult and costly, if not impossible, particularly for a large na- 
tional sample. Finally, we would expect that any bias in the self-reporting of 
opportunism would be in the direction of understating the behavior. How- 
ever, denial of opportunistic behavior did not appear to be a problem. Spe- 
cifically, the mean item response on the 6-point opportunism scale was 2.53, 
suggesting a willingness on the part of dealers to report their opportunistic 
behaviors in a confidential setting. 

The existence of moderately high levels of opportunism among dealers 
is particularly interesting in light of Williamson’s belief that such behavior 
is most likely in small-numbers exchange relations. On a national level, farm 
equipment suppliers have a large number of potential dealers from which to 
choose, suggesting that dealer opportunism should be quite low. On the 
other hand, if Williamson’s theory is correct, for the organizations studied 
here the small numbers condition appears to operate at the local level, where 
suppliers have relatively few dealers to choose from. Thus, the emergence of 
the dealer opportunism we found would not be unexpected. 

Two other limitations should be noted. First, since the dealer-supplier 
relationships studied here are more constrained than those in a market but 
less constrained than those in a hierarchy, direct comparisons with William- 
son's (1975) ideas may be somewhat limited, making generalizations to the 
purer types unclear. Second, it may be that the growth and profitability of 
the industry being studied matters. The agriculture business has experi- 
enced difficult times in recent years; in a thriving industry, attempts by a 
supplier to control the decisions of a dealer may not lead to opportunism but 
instead to a breaking-off of the relationship and the establishment of new 
dealer-supplier ties. Although we cannot answer these questions here, they 
clearly point to additional research issues that should be addressed if op- 
portunism is to be understood more fully. 

Although the above problems may in some ways limit the impact of this 
research, we believe that the extreme lack of empirical work on opportunism 
in interorganizational relations makes this study a useful contribution to the 
literature on the topic. In particular, the significant findings reported here 
indicate that issues related to power appear to be critical for understanding 
the emergence of opportunistic behavior in relations between organizations. 
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APPENDIX 


All questions referred to dealer interactions with their primary equipment supplier. 

Opportunism was measured with the following questions, with a response range of 1 = 
definitely agree to 6 = definitely disagree. “R” indicates reverse-coding. (1) I have always 
provided my primary supplier a completely truthful picture of my business. (2) I feel that it is 
OK to do anything within my means that will help further my own interests (R). (3) Sometimes 
I have to alter the facts slightly in order to get what I need (R). (4) I have sometimes promised 
to do things without actually doing them later (R). (5) Complete honesty does not pay when 
dealing with my primary supplier (R). (6) Sometimes I present facts to my primary supplier in 
such a way that I look good (R). (7) On occassion, I have to lie to my primary supplier about 
certain things in order to protect my interests (R). (8) My primary supplier isn’t always truthful 
with me, so I am not always completely candid with them (R). (9) Sometimes I have to exag- 
gerate my needs in order to get what I really need from my supplier (R). 

Service dependence was measured by the following: “Please indicate the extent to which 
you depend upon your primary equipment supplier for each service” (1 = no extent to 6 = 
great extent). (1) Product warranty, (2) quality of advertising, (3) pricing, (4) completeness of 
product line, (5) amount of advertising, (6) volume discounts, (7) rate of new product develop- 
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ment, (8) parts returns policy, (9) credit terms, (10) response to emergency orders, (11) clarity of 
catalogs/price lists, (12) timing of new product development, (13) technical support, (14) train- 
ing, (15) call frequency, (16) responsiveness to field problems. 

Formalization (1 = definitely agree to 6 = definitely disagree) was measured by the 
following: (1) If a written rule does not cover some situation, we make up informal rules for 
doing things as we go slong. (2) There are many things in this business that are not covered by 
some formal procedure for doing it. (3) Usually, my contact with this company and its repre- 
sentatives involves doing things "by the rule book” (R). (4) My contact with this company and 
its representatives are on a formal pre-planned basis (R). (5) I ignore the rules and reach informal 
agreements with this company to handle some situations. 

Centralization (1 = definitely agree to 6 = definitely disagree) was measured by these 
questions: (1) I have the final say in decisions regarding day-to-day operations. (2) Any major 
decision that I make has to have this company's approval (R). (3) In my dealings with this 
company, even quite small matters have to be referred to someone higher up for a final answer 
(R). (4) I have to ask company reps before I do almost anything in business (R). (5) I can take very 
little action on my own until this company or its reps approve it (R). (6) My primary equipment 
supplier makes the major decisions affecting my business and tells me after the fact (R). (7) I am 
left alone to make day-to-day decisions for myself. - 
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CEILINGS IN THE RELIABILITY AND VALIDITY OF 
PERFORMANCE RATINGS: THE CASE OF EXPERT RATERS 
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Ratings gathered from expert raters under nearly ideal conditions 
(world class judges of the figure-skating competition at the 1984 Olym- 
pics) were examined for evidence of reliability and validity. In general, 
the results suggest that the ceiling on rating reliability and validity may 
be higher than indicated by previous research. 


Although the most common form of performance evaluation, perfor- 
mance ratings are known to be subject to a variety of biases that reduce their 
reliability and validity (Landy & Farr, 1980). Borman (1978) suggested that 
the problems inherent in most performance appraisals are partially due to a 
number of constraining real world conditions common to most rating situ- 
ations and partially due to limitations in the abilities of raters. Kavanagh, 
MacKinney, and Wolins (1971) similarly observed that human ability 
seemed to place a cap, or limit, on attainable levels of convergent and dis- 
criminant validity. Thus, although there is some agreement that perfectly 
reliable and valid ratings are unattainable, an interesting question not fully 
addressed in the literature concerns the upper limits of rating reliability and 
validity. l 

The issue is an important one, for it may indicate how much room for 
improvement is left in the design of performance appraisal systems. Only if 
expert raters making ratings under favorable conditions can provide ex- 
tremely reliable and valid ratings should greater attention be directed at 
refining the abilities of raters and improving rating conditions. Obviously, to 
address this question it is essential to identify raters who can truly be con- 
sidered experts and external factors that might constrain reliability and va- 
lidity. 

Regarding what constitutes an expert rater, Feldman (1985) argued that 
accurate raters are likely to be those with extensive experience with the 


The helpful comments of Debra Legge, Dennis Dossett, and three anonymous reviewers on 
an earlier version of this article are gratefully acknowledged. We are also grateful for the 
assistance of Jean Winder, Susan Johnson, and the United States Figure Skating Association. 
Jean's and Susan's cooperation and expertise in providing us with the necessary data and 
answering our many questions concerning Olympic figure skating were invaluable. 
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performance domain to be rated that is based on either performing or super- 
vising performance of the job in question, or both. In addition to experience 
with the job, experts should have experience and training as raters of that 
domain. As for external conditions, it has been suggested that rating reli- 
ability and validity will be maximal under conditions in which raters all 
view the exact same sample of job behavior (Borman, 1978). In addition, 
research (Heneman & Wexley, 1983; Murphy, Martin, & Garcia, 1982) has 
shown. that even minor delays between observation and evaluation can pro- 
duce significant reductions in rating accuracy. Thus, reliability and validity 
should be enhanced when all raters make their ratings immediately after 
viewing the same sample of performance. Finally, rating validity may be 
susceptible to the motivational biases of raters (DeCotiis & Petit, 1978). 
Kane’s (1981) suggestion that opening raters’ ratings to public scrutiny may 
minimize motivational biases is consistent with that idea. If raters know that 
other raters and ratees will see their ratings, the deterrent value of having 
inaccurate ratings exposed may offset the motivation to give inaccurate rat- 
ings (Kane, 1981). 

In summary, to estimate the upper limits of the reliability and validity 
of ratings by expert raters, several conditions are necessary. First, the raters 
must be extremely familiar with both the performance domain to be rated 
and the actual rating task or process. Additionally, all the raters must base 
their ratings on the same sample of ratee behavior and make their ratings 
immediately after observing that behavior. Finally, the raters must be moti- 
vated to give unbiased ratings. The only scenario we found that seemed to 
meet all the criteria was that of judges rating the performance of athletes in 
world-class sporting events. In the sport of figure skating, for example, a 
panel of judges rates the performance of each skater on two dimensions. 
Because all judges at a world-class figure-skating event possess years of 
training and experience, they can reasonably be considered experts, both for 
the performance domain and the rating task. Also, each judge observes each 
skater on exactly the same sample of performance, and ratings are made on 
a standard set of dimensions and publicly posted immediately after each 
skater’s performance. Thus, it can be argued that these conditions provide an 
opportunity to determine the reliability and validity with, which expert rat- 
ers can provide evaluations under highly favorable conditions. 


METHODS 


The United States Figure Skating Association provided the archival 
data used in this investigation, ratings of the contestants in the men’s and 
women’s figure-skating events at the 1984 Olympics. Ratings were obtained 
from nine judges for 46 skaters, 23 in each the men’s and women’s events. 
For each skater-judge combination, there were actually two sets of ratings, 
one set for the short program and one set for the free-skating program. Each 
judge rated each skater on two dimensions during both programs. 

Each of the skaters qualified for the Olympics by winning or placing 
highly in one of the various national or regional championships held before 
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the Olympic competition. The 23 men were from 15 different countries, and 
the 23 women represented 16 different countries. 

In the two-minute short program, the dimensions on which the skaters 
are judged are called required elements and presentation. The required ele- 
ments are seven required moves; standard deductions are made for missing 
or omitting any of the elements. Presentation is the beauty of a skater's 
routine, how well it is choreographed and so forth. 

In the free-skating program, the women skate for four minutes and the 
men for four and a half minutes. The dimensions along which the skaters are 
evaluated are called technical merit and artistic impression. There are no 
required elements in the free-skating programs. Technical merit concerns 
style, composition, and choreography, and artistic impression is an evalua- 
tion of a skater’s overall look—for instance, judges may consider the skater's 
athleticism. 

The composition of the panel of judges in Olympic figure-skating com- 
petitions is determined in part by the performance of each country's skaters 
in the previous Olympics and in part by random selection from a pool of 
world-level judges. To become part of the world-level pool, judges go 
through an extensive training and screening process. For example, a person 
interested in becoming a judge might first attend a judge's school designed 
to teach the basics of the sport and the judging process (former skaters may 
skip this step). The candidate would then be classified as a “trial judge" for 
local competitions. Trial judges rate competitors, but their ratings do not 
count on the standings. Rather, the ratings are compared for consistency 
with those of the real, or “‘test,” judges. If a candidate’s ratings are consis- 
tently close to those of the real judges, he or she may become a test judge and 
work local competitions. Judges wishing to advance up the ladder repeat this 
process at the regional, national, and. international levels. Judges reaching 
the international level by age 45 are eligible to become world-level judges 
and work the Olympics. For former skaters, the entire process usually takes 
about 15 years; those without a skating background typically require 20 
years to advance to world level. Each world-level judge is subject to contin- 
uous monitoring by the International Skating Union, which is empowered to 
review the evaluations of the judges and to suspend those suspected of 
nationalistic bias.’ Thus, the judges studied were a highly trained, experi- 
enced, and monitored group of experts in figure skating. 


1 Although it is arguable that the judges are still likely to show bias In their ratings in favor 
of skaters from countries friendly to their own and against skaters from unfriendly countries, we 
found evidence to suggest this is not the case. Specifically, we dummy-coded the country of 
both the skaters and judges as either Western block or Eastern block. These two variables were 
entered with the dimension variable into a three-way ANOVA. If judges were favorably biased 
in their ratings toward skaters from friendly countries, we would expect to find a significant 
interaction between the country of skater and country of judge, but results of four separate 
analyses (one each for the men’s and the women’s short and free-skating routines) showed no 
significant interactions between those two variables. In short, although our analyses do not 
allow us to conclude that bias was nonexistent in this competition, there is also no evidence to 
suggest that it did exist. 
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The reliability of the ratings studied was examined in the same manner 
as in Borman’s (1978) study. For each dimension; we computed an intraclass 
correlation coefficient as an index of interrater reliability. We also adjusted 
these coefficients to the more typical two-rater case using the Spearman- 
Brown prophecy formula. 

Rating validity was examined with analysis of variance (Kavanagh et al., 
1971). We replicated the basic 9 X 23 x 2 ANOVA (judges X skaters x 
dimensions) four times across four different data sets, the short and the 
free-skating programs for the men and the women. Because there were no 
within-cell replicates in any of the four data sets, we substituted the three- 
way interaction term for all occurrences of the residual error term. As with 
other multitrait-multirater ANOVAs, the relevant sources of variance and 
their meanings were as follows: (a) significance of the ratee main effect 
would be evidence of convergent validity, (b) significance of the interaction 
of ratee and performance dimension would be evidence of discriminant 
validity, and (c) significance of the rater-by-ratee interaction would be evi- 
dence of rater disagreement across dimensions. We also looked for halo error 
by computing a simple Pearsonian correlation between the two dimensions 
across the 207 observations in the four data sets; although those observations 
were not independent, correlations computed across this data set did not 
differ greatly from those computed across a set of independent observations 
created by averaging individual raters’ dimension ratings. 

Finally, to facilitate comparison between the results of the current in- 
vestigation and those of other analyses, we computed intraclass correlations 
(Kavanagh et al., 1971). As those authors noted, intraclass correlations pro- 
vide a basis for comparison across studies because they are measures of 
source variance relative to error variance. We compared the results of the 
present study to the results of other multitrait-multirater studies summa- 
rized by Borman (1978) and Mount (1984). 


RESULTS AND DISCUSSION 


Table 1 presents interrater reliability coefficients. As can be seen, inter- 
rater reliability was consistently high, ranging from .93 to .97 for the full 
complement of judges. After we adjusted these estimates to the two-judge 
case, the reliabilities remained relatively high, the average being .81. In 
general, the ratings examined here exhibited fair, but not extraordinarily 
high, interrater reliability. — ` 

Table 2 presents the results of the ANOVAs. The ratings in each of the 
four data sets demonstrated exceptional convergent validity. The intraclass 
correlation for the ratee main effect approached 1.00 in all cases, dropping 
below 0.98 only once, and this term accounted for 78 to 95 percent of the 
variance in the ratings. 

Discriminant validity was fair to impressive, depending on the skating 
routine examined. The intraclass correlations for the ratee-by-per- 
formance dimension interaction terms ranged from .42 to .89. Interestingly, 
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TABLE 1 
Interrater Reliability by Dimension for Men’s and Women’s 
Short and Free-Skating Programs 





Program Dimension Nine Judges Two Judges 
Short Men’s required elements 94 78 
Short Men’s presentation ER .76 
Short Women's required elements 86 84 
Short Women’s presentation 94 .78 
Free : Men's technical merit 95 81 
Free Men’s artistic impression 94 .78 
Free Women's technical merit .96 84 


Free Women’s artistic impression .97 .88 


for both the men and the women, discriminant validity was much greater in 
the short program than in the free-skating program. The intraclass correla- 
tions and the degree of variance accounted for were larger in the short- 
program data than in the free-skating—program data. In fact, because the 
relevant interaction term accounts for no more than 1 percent of the variance 
in the data from the free-skating programs, it can be concluded that there is 
little discriminant validity in the ratings of the longer, less structured skating 
routines. 

Although the ratings studied demonstrated very good convergent valid- 
ity and fair to good discriminant validity, they also evidenced high levels of 
rater disagreement. In fact, in the free-skating data, the intraclass correla- 





TABLE 2 
Validity Evidence 
Intraclass 
Sum of Variance Correlation 
Effects df Squares F Component Coefficient ww? 

Men’s short program 

Ratee 22 118.8 347.7 .299 HP BI 

Rates x dimension 22 12.6 37.0 .062 DO .09 

Rates X rater ] 176 6.6 2.4 .011 EN .04 
Men's free-skating program 

Ratoe 22 90.2 893.4 .228 .98 KR 

Rates x dimension 22 1.0 9.5 .004 .48 .01 

Ratee X rater 176 4.6 5.7 011 .70 .05 
Women's short program 

Ratee 22 204.8 800.2 .516 .98 .78 

Rates x dimension 22 19.6 76.6 .098 .89 .08 

Ratee x rater 176 9.5 4.7 .021 .55 .04 
Women's free-skating program 

Ratee 22 127.9 1096.1 .323 .98 .85 

Ratee X dimension 22 0.9 7.4 004 42 O01 


Ratee X rater 178 4.0 4.3 .008 .62 .03 
* All Fs significent at p < .001. 
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tions for the rater disagreement terms were greater than those for the dis- 
criminant validity terms. The rating variance attributable to rater disagree- 
ment ranged from 3 to 5 percent. 

As for halo error, the judges in all four data sets provided highly inter- 
correlated ratings. The correlation between required elements and presen- 
tation in the short programs was .91 for the women and .87 for the men. For 
the long programs, the correlation between technical merit and artistic im- 
pression was .97 for the women and .96 for the men. 

The results of the present study become more meaningful when com- 
pared with the results of previous multitrait-multirater studies of rating va- 
lidity. Table 3 summarizes previous research. As can be seen, the ratings in 
the current study showed convergent validity greatly in excess of that typ- 
ically observed. By the same token, however, these ratings evidenced more 
rater disagreement than has been the case in previous research. Although 
results for discriminant validity were somewhat inconsistent, judges in the 
current study still provided ratings with superior discriminant validity to 
that typically observed. Finally, a comparison to Borman’s (1978) earlier 
work shows that the evidence for reliability (.81 in both studies) and dis- 
criminant validity (.61 vs. .58) was quite similar for the two studies, but both 
convergent validity and rater disagreement were markedly higher in the 
current study. 

In general, the results of the present study suggest that the ceiling on 
rating reliability and validity may be quite high. For convergent validity, the 





TABLE 3 ` 
Intraclass Indexes for Previous Studies 
Convergent Discriminant Rater 
Studies Validity Validity Disagreement 

Prien and Liske (1962) A0 17 .37 
Albrecht, Glaser, and Marks (1964) .46 .40 .30 
Lawler (1967) At .23 Al 
Nealy and Owens (1970) 55 —.13 43 
Boruch, Larkin, Wolins, and 

MacKinney (1970) A0 20 A3 
Kavanagh, MacKinney, and Wolins (1971) 44 13 .50 
Dickinson and Tice (1973) A8 13 .38 
Heneman (1974) .18 —.39 .13 
Holzbach (1978) 44 .16 .58 
Borman (1978)* .67 .58 44 
Mount (1984) 16 .27 .26 
Means of previous studies 42 16 .36 
Means of current study” 97 61 .60 


* The values used for Borman’s (1978) study are the averages for the samples of psychol- 
ogists and graduate students across the two sets of rating stimuli. 

> The values for the current study are the averages across the four data sets (the men’s and 
women's short and free-skating programs). 
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results suggest that validities near unity can be achieved under the rating 
conditions we examined. The ratee main effect accounted for almost all the 
variance in the ratings, indicating that the judges were able to agree in their 
evaluations of skaters, but primarily in a global sense. Probably the most 
interesting question this research raises is why the ratings of the judges we 
studied showed so much more convergent validity than those of raters in 
other research have shown. One answer may lie in the availability of con- 
stant feedback. Recall that after each skater’s performance the ratings from 
all judges were posted for public scrutiny. As a result, judges could see how 
their evaluations compared with those of their peers. Judges with idiosyn- 
cratic standards should have been easily identifiable and the direction of 
their divergence from the norm readily apparent. This self-others compari- 
son process, which is the basis of much of the judges’ training, may result in 
a shared frame of reference among the judges and thereby may produce high 
degrees of interrater reliability and convergent validity. Future research 
should examine the effects of such normative feedback on rating accuracy. If 
it appears that such feedback improves accuracy, research should then focus 
on determining the nature of the intervening processes that account for the 
noted improvement. 

Discriminant validity varied systematically across the short and free- 
skating programs (mean intraclass indexes were .77 and .45, respectively}, a 
fact that may have to do with the differences in the routines. In the short 
program, the skaters must incorporate a number of required jumps and 
moves into their routines. It is possible that the judges, by knowing what to 
expect, are better able to distinguish between the required elements and the 
skaters’ presentation. In the free-skating program, where the skaters do not 
have required behaviors, the judges’ ability to differentiate between the var- 
ious dimensions may be lower. If that is true, it suggests that raters who have 
very clear expectations about the types of behaviors they are to observe will 
be better able to differentiate between performance dimensions in their eval- 
uations. Future research might examine this issue by, for example, compar- 
ing discriminant validity indexes for different levels of jobs. Raters may 
better discriminate between individual performances across dimensions for 
lower-level jobs, where work is generally fairly routine, task-oriented, and 
prescribed, than for higher-level jobs, where work can be ambiguous, pro- 
cess-oriented, and characterized by long completion cycles. 

Although the evidence for validity was greater in the current data than 
it has been in most other studies, the evidence for rater disagreement was 
also greater. Rater disagreement basically reflects differences across raters in 
their rank-ordering of ratees’ overall performance. Plots of the data showed 
that the disagreements came in evaluations of contiguously ranked skaters. 
In other words, although the judges agreed that the top-ranked skater of each 
gender was better than skaters 3 through 23, there was some disagreement 
about the top-ranked skater versus the second-ranked skater, and so forth. 
Apparently, although the difference between skaters at the top and the bot- 
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tom of the performance continuum was large enough to be consistently 
reported, the same was not always true at various points along the contin- 
uum. 

Looking at the interdimension correlations suggests that these ratings 
may reflect a high degree of halo. This likelihood is, however, consistent 
with recent research indicating a slight positive relationship between rating 
accuracy and halo error (e.g., Berman & Kenny, 1977;,Borman, 1975; Bor- 
man, 1979). Moreover, examination of the current performance domain sug- 
gests that a certain, possibly high, degree of halo should be present. Com- 
petition in the Olympic Games is likely to be restricted to skaters who are 
extremely proficient at all aspects of world-class figure skating. It seems 
reasonable to assume that those who are good at one dimension but not 
another will fail to qualify for the competition. In short, the observed halo 
may well be true, not illusory (Cooper, 1981). Future research might also 
examine the effects on halo of normative feedback, which we discussed 
earlier in this section. It may be possible, for example, to develop a highly 
differentiated cognitive representation of a job in raters through providing 
them with feedback in the form of highly differentiated ratings. Providing 
novice raters with feedback on ratings with minimal covariation from other 
judges may allow manipulation of the complexity of the cognitive represen- 
tation the novices develop. In this way, dimensions they had previously 
viewed as redundant may become conceptually distinct to raters. 

An alternative explanation for these results suggested to us by a re- 
viewer was that the high degrees of convergence and rater disagreement and 
the low degree of discriminability observed in the current data may have 
been due to the small number of dimensions examined. In other words, the 
use of only two dimensions may have resulted in the collection of essentially 
global ratings. Global ratings, goes the argument, should evidence low dis- 
criminability and high convergence and rater disagreement. To examine this 
possibility, we correlated the number of performance dimensions used in 
each of the studies summarized in Table 3 with the intraclass indexes for 
convergent validity, discriminant validity, and rater disagreement. Results 
showed no significant relationship between any of the intraclass indexes 
and the number of performance dimensions rated (correlations were —.17, 
—.11, and .06). This secondary analysis indicated that number of dimen- 
sions bears no simple relationship to performance-rating criteria. 

Another alternative explanation for the results cannot be ruled out: 
range restriction in the current ratee sample may have obscured discrimi- 
nant validity and exacerbated rater disagreement. However, it should be 
remembered that the raters providing the ratings are world-class figure- 
skating judges accustomed to rating the performance of world-class figure 
Skaters. Although the number of ratees we studied was undoubtedly re- 
stricted compared to the world's population of skaters, it was far less re- 
stricted than the population of skaters that the judges in this study were used 
to evaluating. In short, the range of performance that the judges rated may 
not have been particularly restricted compared to what they typically eval- 
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uated. As one reviewer noted, the fact that range restriction could have 
affected convergent validity but apparently did not supports this interpre- 
tation. 

In total, these results suggest that expert raters are capable, under certain 
conditions, of reliably providing ratings with very good convergent validity 
and better discriminant validity than has typically been the case. Paradox- 
ically, rater disagreement and halo error may be considerably higher under 
the same conditions. Unfortunately, it is not known what in the current 
rating situation contributed to the improvements in rating validity. Research 
that teases out these contributions should find immediate application in the 
design of appraisal systems and training programs. 
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International Service Trade, Logistics of 
International Business, and Countertrade. 
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Fifth Edition 
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TEXT AND CASES 

Fourth Edition 

James M. Higgins, Rolins Coliege 
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Creating the Learning Organization 
Robert H. Hayes, Steven C. ight, 
and Kim B. Clark 
€¢Outstanding} I agree 10096 with the authors. 
It is our ability to learn our most important 
asset—which will lead our people to new levels 
of excellence Dynamic Manufacturing will be 
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policies, and practices are in vital in 
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—Jerre L. Stead, President and COO, 
Square D Company 
1988 464 Pages 0-02-914211-3 $24.95 
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world’s leading id on quality, very clearly 
and effectively explains what top management 
must do ip turn that obsession into dynamic 
results.9? 
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a P/OM text combining a 
logical approach, in-depth 
coverage, and a functional 
orientation. 


Endorsed by APICS 


PRODUCTION 
AND OPERATIONS 
MANAGEMENT 


Donald W. Fogarty, CFPIM, Southern Illinois University 
at Edwardsville 

Thomas R. Hoffman, CFPIM, University of Minnesota 

Peter W. Stonebraker, CPIM, DePaul University 


Production and Operations Management examines the concepts and 
techniques of production and operations management within a framework 
of four interrelated characteristics: the time in which objectives are to be 
achieved, the resources managed, the major areas affected by the decision, 
and the basic management function involved. Topics are addressed from 
three integrated points of view: materials management, information systems, 
and macro/strategic systems. 

Production and Operations Management is organized in logical order, 
from long-, medium-, and short-range planning to execution, integrating 
various functional areas of business as they relate to P/OM. In-depth 
coverage on forecasting, MRP location, work design, statistical quality 
control, independent inventory control, and other technical topics combine 
with extended examples of techniques and procedures for insight on how 
concepts discussed function in the work world. 

This text presents the most up-to-date information with a strong 
emphasis on the service industry, the fastest-growing segment of business 
today. Numerous chapters include service references and discussion of 
concepts and procedures as they relate to service. 





If you are interested in a text that will effectively link theory to practical 
application, call your local South-Western representative or write to: 
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College of Industrial Management 
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Business Policy, international business, business 
communication and research, and other areas of 
general management. 


Applicants should have outstanding records in 


DBA or Ph.D. programs and strong potential and 
interest to do research and to develop teaching 
materials at the forefront of their fields. 


The University offers attractive salary and benefits 
plus air conditioned furnished housing and air 
transportation to and from Dhahran each year. Ten 
months duty each year with two months vacation 
salary. Minimum regular contract for two years, 
renewable. 
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Practice, Third Edition, Hitt, Middlemist, 
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Organizational Theory 


Organization Theory and Design, Third 
Edition, Daft 


Organizational Development 


Organization Development and Change, 
Fourth Edition, Cummings and Huse 
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Quality Control 


The Management and Control of Quality, 
Evans and Lindsay 


Personnel/Human Resource 
Management 


Personal Computer Projects for Effective 
Personnel Management, Second Edition, 
Beutell, and Schuler 


Effective Personnel Management, Third 
Edition, Schuler, Beutell and Youngblood 
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Quantitative Methods for Business, Fourth 
Edition, Anderson, Sweeney and Williams 


The Management Scientist: A Microcom- 
puter Software Package (with either 5 1/4" 
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and Williams 
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Computer Integrated EH Second 
Edition, Kvanli 
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us at the address below. 
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CALL FOR AWARD NOMINATIONS 


The Organizational Behavior Division of the Acad- 
emy of Management announces its annual call for 
nominations for its “Scholarly Contribution Award." It 
will be presented to a publication appearing during the 
1988 calendar year in recognized outlets that are gen- 
erally available to division members. Recipients of the 
award need not belong to Academy of Management. 


The Scholarly Contribution Award is given for the 
most significant contribution to the advancement of 
the Organization Behavior field. Theoretical and em- 
pirically-based research publications are eligible. 


Each Academy of Management member may nomi- 
nate one publication for the award, but no member 
may nominate more than one publication. Nomina- 
tions should be written by letter and include (a) a ra- 
tionale justifying receipt of the award by the nomi- 


: nee(s), and (b) full bibliographic citation of the nomi- 


nated work. Self-nominations will not be accepted. 


The award winners will be announced at the August 
1989 national Academy Meeting in Washington, D.C. 
during the OB Division's business meeting and will be 
presented a certificate of recognition. 


Al] nominations should be sent to: Ellen F. Jackof- 
sky, Organizational Behavior and Administration, Ed- 
win L. Cox School of Business, Southern Methodist 
University, Dallas, Texas 75275. To receive consider- 
ation, material must be postmarked no later than 
March 31, 1989. 
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WHEN CASHIERS MEET CUSTOMERS: 
AN ANALYSIS OF THE ROLE 
OF SUPERMARKET CASHIERS 


ANAT RAFAELI 
Hebrew University of Jerusalem 


In a qualitative investigation of the role of supermarket cashiers, the 
influence of management, co-workers, and customers over cashiers was 
analyzed. Customers had immediate influence over cashiers at the time 
of job performance; management influence was more legitimate but 
more remote. The analysis further revealed that cashiers and customers 
held different views on who had the right to control service encounters 
and that cashiers employed various strategies to maintain their control 
of those encounters. 


Tbe customer is paying for the merchandise. But he is not paying 
my salary. PY does he think he can tell me what to do? 
—a supermarket cashier 


Service organizations and “‘service encounters” (Czepiel, Solomon, & 
Surprenant, 1985) are an inevitable part of modern life. We can hardly get 
through a day without engaging in a service transaction—with a bank, a 
grocery store, or the phone company. In view of this social trend, manage- 
ment theoreticians and practitioners are also trying to understand, and im- 
prove, the context of service (Albrecht & Zemke, 1985; Czepiel et al., 1985; 
Desatnick, 1987; Hochschild, 1983). 

Key participants in any service transaction are service employees. It is 
they whom customers meet on entering a department store or boarding an 
aircraft. Thus, a single employee may tint a customer’s image of a service 
enterprise. Indeed, research has documented that service employees can be 
important to promoting organizational goals. Schneider, Parkington, and 
Buxton (1980), for example, reported that bank employees’ perceptions of 
the organization they work for are closely related to customers’ perceptions 
of the quality of service that the organization provides. Moreover, Sutton and 
Rafaeli (1988) found a complex relationship between the behavior of clerks 
in convenience stores and organizational sales. 

Some evidence has also suggested that organizational strategies can ma- 
nipulate the external facade that service employees convey. In particular, 
Hochschild (1983) reported that the gracious behavior of flight attendants 
and the aggressiveness of bill collectors is largely attributable to the man- 


I would like to thank two anonymous reviewers for their detailed and thoughtful comments 
that significantly improved this paper. I would also like to thank Bob Sutton, Eyal Ben-Arie, and 
Boaz Shamir for their comments on earlier versions of the paper. The study was supported by 
a grant to the author from the Mutual Fund of the Hebrew University of Jerusalem. 
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dates of their management. Rafaeli and Sutton (1987) extended Hochschild’s 
(1983) work and illustrated how service organizations attempt to shape their 
organizational image by monitoring and controlling the emotions that their 
employees convey. 

Nonetheless, a host of issues about service contexts and service employ- 
ees remain unexamined. There is a consensus that service is bad (Russel, 
1987), but there isn’t much agreement about how it can be improved. 

One critical question concerns the relationship between employee- 
customer dynamics and the attainment of organizational goals. Marketing 
experts have long acknowledged the influence of this relationship over con- 
sumer behavior and resultant organizational profits. In Personal Selling, for 
example, Jacoby and Craig addressed the question, “How can the sales- 
person influence the customer to buy?" (1984: 1). Jacoby and Craig discussed 
strategies that salespeople use for persuasion and influence and contended 
that interpersonal attraction affects selling effectiveness. 

There is also initial evidence that, because service occupations are 
boundary spanning (Adams, 1976; Bowen & Schneider, -1985), interactions 
with customers hold special qualities for service employees. Lombard (1955) 
reported how salespeople took a customer’s rejection of merchandise as a 
personal rejection of themselves. Similarly, Whyte (1948) related the per- 
sonal aggravation, sometimes to the point of crying, that waitresses felt when 
customers did not leave a tip. 

Whyte (1948) and later Mars and Nicod (1984) argued that the relation- 
ship between waiters or waitresses and their customers is especially com- 
plex because of the conflict between servers’ interest in controlling service 
encounters and their desire that customers feel good about the service and 
leave large tips. In his famous restaurant study, Whyte referred to the wait- 
resses' struggle to “get the jump" on the customers (1948: 132—133). Butler 
and Snizek (1976) documented how this struggle can affect a waitress's tip. 
Mars and Nicod later generalized the notion to a discussion of “the politics 
of service" (1984: 65). 

Whyte (1948), Butler and Snizek (1976), and Mars and Nicod (1984) 
examined only restaurant employees. Nonetheless, their reasoning suggests 
that other service organizations may benefit from considering the special 
complexities of transactions with customers. The present study extended 
-that notion. My goal was to place another stone on the path toward improved 
service by offering a close examination of the role of service employees and 
their interaction with customers. Understanding the role of service employ- 
ees should promote the development of knowledge and theory about service 
operetions. 

The initial goal of the study was to understand the relationship between 
service employees and various members of their organizations.! For the sake 


* Several authors have recently referred to customers as “partial employees" (cf. Mills & 
Morris, 1986: 726). The term is used to suggest that customers are actually temporary members 
or participants of service organizations because their participation is crucial to service produc- 
tion. . 
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of simplicity, I chose a very mundane service context—that of supermarket 
checkout clerks. Relationships between cashiers and customers were ini- 
tially perceived as one part of a web of relationships involving various other 
parties, including management and co-workers. As the study evolved, how- 
ever, customers emerged as having a unique role in shaping cashiers’ “role 
set" (Biddle, 1979; Katz & Kahn, 1978: 188—192; Merton, 1957). Customers 
were found to have a great degree of immediate influence while cashiers are 
on the job; management's influence on the other hand, was legitimate, but 
remote. The work of Marks and Mirvis (1981) and Trist (1977) would suggest 
that customers constitute the transactional environment of supermarket em- 
ployees and therefore affect behavior at the time of task execution. In con- 
trast, management authority only sets the general tone of the environment 
and affects extreme behaviors of service employees, notably those governed 
by rules. ; 

Unraveling the reasons for the immediate cashier-customer relationship 
was therefore an objective. Observations of the cashiers studied suggested 
that the immediacy of the clerk-customer relationship creates a certain taut- 
ness. Closer scrutiny revealed a tension about who was in control. Thus, as 
in the findings of Whyte (1948) and of Mars and Nicod (1984), the struggle 
for control between cashiers and customers seemed to strain the checkout 
process. Cashiers and customers had very different perceptions of who had 
the right to control this process. And cashiers, who considered the checkout 
process a part.of their job, were observed to develop strategies to maintain 
control of their encounters with customers. 

The study described was inductive (Glaser & Strauss, 1967). My goal 
was to conduct an in-depth investigation of a set of people employed in a 
service job, in the interest of advancing the development of theory on the 
service encounter. Because of the logic of inductive research (Glaser & 
Strauss, 1967), the methodology employed is first described; the insights and 
theory that emerged from the analysis of the data then follow. 


METHODS 


A qualitative study was conducted in a chain of supermarkets in Jeru- 
salem, Israel, during the winter and spring of 1986. The individuals studied 
were cashiers and customers in six stores that were randomly selected from 
all the chain's stores in Jerusalem. 


The Research Context: Supermarkets in Israel 


Supermarket technology in Israel is similar to that in the United States: 
a multibrand product assortment of foods and nonfoods, a large physical 
scale, a large sales volume, and self-service are typical features of supermar- 
kets (Goldman, 1981; Rachman, 1975). After loading their carts with desired 
items, customers wait in line until a cashier processes the purchases and 
accepts payment. Cash registers are automated; cashiers type in the code of 
an item and the register rings up the price. Electronic scanners are still rare 
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in Israel; only one of the stores included in the study had them. Pay for 
cashiers is low, usually around the minimum wage. 

Four distinct attributes of Israeli supermarkets should be noted. First, 
Israeli customers pack their own purchases. Customers are expected to bring 
their own shopping bags and to pack each item right after a cashier has 
processed it as counters by the cash registers are usually small. Second, 
Israeli supermarkets offer a home delivery service, usually for a nominal fee. 
When this service is requested, it is the cashier’s responsibility to pack the 
merchandise in a large plastic crate. Third, in Israel, going to a farmers’ 
market is the prevalent alternative to supermarket shopping; such shopping 
is considered cheaper but less convenient. Fourth, consumer rights and the 
concept of service are not as developed in Israel as they are elsewhere in the 
West. Cashiers and other service employees are often argumentative, and 
rudeness is common. 

Jerusalem is a large, cosmopolitan city. Most supermarket shoppers are 
permanent residents, although there are also tourists and students. The city 
has rich and poor neighborhoods, but the diversity is not extreme. Super- 
markets and shoppers in Jerusalem are representative of Israel as a whole. 

All the observed supermarkets employed a store manager, a head cash- 
ier, and 8—15 cashiers. All the store managers studied were men and all the 
head cashiers and cashiers were women.” Personnel files indicated that this 
was representative of the organization. Store managers were the official su- 
pervisors of all store employees and were also responsible for other aspects 
of store performance, including ordering merchandise and dealing with ven- 
dors. Thus, managers were the top authority for cashiers. Managers did, on 
occasion, order cashiers back to their registers or discuss work schedules 
with them; such monitoring was, however, the direct responsibility of head 
cashiers. 

Head cashiers, the direct supervisors of line cashiers, were usually se- 
nior cashiers who had been promoted. Head cashiers were also responsible 
for collecting and counting the money from the various registers. Head cash- 
iers usually sat in the manager’s office, answered the phone, went over work 
schedules, and did other administrative chores; only rarely (once or twice 
during the day) would a head cashier walk “down” to the registers.? 


Data Collection and Analysis 


Data collection included unstructured observations of cashiers and cus- 
tomers, participant observation as a cashier, interviews with cashiers, and 
interviews with customers. I conducted the observations and interviews in 


2 Since all the cashiers observed and interviewed in the study were women, I use the 
feminine pronoun hereafter in reference to cashiers for the sake of convenience. 

? Employees used the term “down” in all of the stores included tn the study when referring 
to the register area; cashiers referred to the office as “up there" and to the cash register area as 
“down.” The usage may reflect the physical structure of these stores, since the office is usually 
situated a few steps higher than the registers. It may also reflect the hierarchical relations in the 
stores. 
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Hebrew but took notes and developed thoughts and theory throughout the 
study in English. Research notes did not name individuals; when it was 
necessary — where repeated references to a particular cashier were desired — 
specific cashiers were coded by a letter or a set of letters to ensure confi- 
dentiality of the data. 

I did most of the data collection and analysis, employing research as- 
sistants as needed in various portions of the study. One assistant made 
unstructured observations. Two other assistants helped in the process of 
data analysis by working with me on categorizing incidents and phenomena 
and participating in brainstorming sessions. 

Unstructured observations were conducted in all six stores. Observation 
times were predetermined to ensure appropriate time sampling. Store hours 
in Israel are 7:30 a.m.— 1:00 p.m. and 3:30 p.m.— 7:00 p.m.; observations 
were planned so that each store was visited once during early morning, once 
during late morning, once during early afternoon, and once during late af- 
ternoon. Additional visits were conducted, one in each store, after the initial 
round of observations was completed. These visits were randomly spaced 
throughout the day. 

Observations were conducted in a nonobtrusive manner, and each 
lasted 30—45 minutes; the exact duration of an observation could not be 
predetermined because the observers did not want to evoke suspicion. After 
entering the store, an observer usually walked around the aisles for a few 
minutes and then stopped at the magazine rack or the chocolate rack as if 
searching for an item; these racks are usually close to the checkout area and 
offer a good vantage point for observation of cashiers and customers. After 
selecting an item, the observer stood in one of the lines and continued to 
observe the cashier and the customers. If the lines were short, the observer 
acted as if she had forgotten to buy something and walked out of the line and 
back into the store.* After a few minutes she again began to stand in line. 
After her order had been processed, the observer stood behind the cash 
register area, as if waiting for someone. Because of the size of the stores and 
the heavy influx of customers, this process did not seem to evoke suspicion. 

The management of the corporation was advised that such observations 
would possibly be conducted; store managers, however, were not informed 
about specific store visits. Considering the public nature of the behaviors 
observed, it does not seem that there is an ethical question about such ob- 
servations (Mintzberg, 1979; Salancik, 1979; Webb, Campbell, Schwartz, 
Sechrest, & Grove, 1981). 

A second form of data collection involved participant observation. I 
went through the process of applying, training, and working as a cashier.? 


* All the research assistants who acted as observers were women. 

$ The corporate personnel manager chose the site of my participant observation according 
to store needs for a cashier. Senior management and the store manager were aware that I was 
conducting a study about supermarket cashiers. I informally told individual cashiers about the 
study whenever they asked or whenever it seemed appropriate. At the end of the study, all the 
cashiers were briefed about the study. 
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The participant observation consisted of three months of part-time employ- 
ment for about 18 hours a week. My part-time, short-term status was not 
unusual; about 60 percent of the cashiers in this chain are employed part- 
time, and turnover among cashiers is high, up to 50 percent a year. Detailed 
field notes, in English, were taken after each shift of participant observation. 

Semistructured interviews with cashiers were the third means of data 
collection. I conducted interviews with a random sample of 30 cashiers 
employed in stores other than the one in which the participant observation 
was conducted. The sample was stratified by age and tenure. The interview 
included general questions about the work as well as questions probing 
perceptions of customers and customer behavior. The interview also asked 
about two critical incidents (Flanagan, 1954) involving customer attempts to 
influence cashiers. Cashiers were asked how they would react to the follow- 
ing two incidents that had been observed during the unstructured observa- 
tion phase of the data collection: 1) A customer said to a cashier, "How can 
you wear three earrings on one ear. That is ridiculous.” 2) A customer said 
to a cashier, “Will you stop talking and start working! You’re wasting ev- 
eryone’s time.” The Appendix gives the complete interview schedule. 

Interviews, which were conducted on store premises during the employ- 
ee's shift hours, each lasted 45—90 minutes; the motivation and participa- 
tion levels of the interviewee determined the exact length. All interviews 
were conducted in one session, in Hebrew, and were tape-recorded. I sum- 
marized notes from these interviews in English. I also interviewed store 
managers and head cashiers, using an adapted version of the cashier's in- 
terview schedule. 

Semistructured interviews with customers were also conducted. I inter- 
viewed 30 men and women who had shopped in one of the stores, 5 from 
each store. I approached customers after they had finished their shopping 
and asked them if they were willing to participate in the study, telling them 
that they would be asked to discuss their shopping experience. Customers 
who agreed to be interviewed (about 60 percent of those who were ap- 
proached) were invited for a cup of coffee at a nearby coffee shop. Of the 
customers interviewed, 21 (70%) were women. The interviewees’ ages 
ranged from 32 to 65. The Appendix also presents the schedule for the 
interviews with customers. 

Data analysis began with unstructured brainstorming sessions among 
members of the research team and proceeded following Miles's proposals for 
qualitative data analysis (Miles, 1983; Miles & Huberman, 1984). Miles did 
not offer a structured sequence of steps to guide such analyses. Rather, he 
suggested continuous conceptual development throughout projects. Specif- 
ically, he discussed a process of “intertwining of analysis and data collec- 
tion, in an attempt to formulate classes of phenomena, and to identify 
themes in the data" (1983: 126). Three specific rules of thumb proposed by 
Miles guided the present analysis: examining whether any particular gener- 
alization held true for different people or occasions, testing all possible 
implications of any one proposition, and examining closely any extreme- 
bias cases (Miles, 1983: 127). 
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The analysis started with a rough working framework: understanding 
the relationship between the observed service employees (cashiers) and var- 
ious members of their role set. We went back and forth between the emerging 
theory and the data and mostly attempted to let ideas stimulated by the sites - 
and the data revise and reshape the general framework. This process re- 
vealed the set of relations that a cashier encounters. 

An attempt to understand the qualitative difference between customers, 
managers, and co-workers followed. This phase included repeated refer- 
ences to the notes from the various data sources. I followed an iterative 
process of systematically going back and forth between theoretical insights 
and data. The goal of the process, which followed the recommendations of 
Glaser and Strauss (1967), was to verify support of theoretical developments 
and search for inconsistencies between new insights and the data. 

This iterative process suggested that, compared to their relationships 
with their managers and co-workers, cashiers spent more time with custom- 
ers, were physically closer to customers, and got more feedback and infor- 
mation from customers. Cashiers also viewed customers as more crucial than 
managers or co-workers. In short, customers appeared to have immediate 
influence over cashiers, and management’s influence, although perceived as 
legitimate, was remote. 

During the iterative process, the importance of control for both cashiers 
and customers began to emerge. In light of previous writings on the impor- 
tance of control, which I encountered in a preliminary literature review, I 
pursued a closer focus on the dynamics of control over the observed service 
encounters. This focus suggested interesting and important differences be- 
tween cashiers’ and customers’ perceptions of the right to control the en- 
counters. Thus, another round of data-scanning was necessary to search for 
support and inconsistencies between theoretical insights on the struggle for 
control and the data. During the process of refining the theoretical implica- 
tions of the data, I also drew on feedback from colleagues and organizational 
contacts. 

To familiarize the reader with the socialization of supermarket cashiers, 
a brief overview of the process of becoming a cashier follows. Next, the set 
of relations a cashier encounters on the job is presented. The differences 
between the influence role of customers and that of management, and cash- 
iers’ and customers’ perceptions of control of service encounters are then 
examined. Finally, I present a typology of strategies employed by cashiers to 
gain control of interactions with customers. 


FINDINGS 
The Process of Becoming a Cashier 


Learning how to be a cashier was, in my experience, an extremely in- 
formal process. Table 1 summarizes the various stages of the socialization 
process through the end of my first day of participant observation. As can be 
seen, J spent less than a half hour with the various members of the organi- 
zational hierarchy, other than peers or customers. 
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TABLE 1 
Cashier Socialization Process up to the End of the First Day 
of the Participant Observation 
Stage Approximate Duration 
Telephone call to head office 2 minutes 
Meeting with personnel manager 13 minutes 
Meeting with store manager 2 minutes 
Waiting 7 minutes 
Meeting with head cashier 5 minutes 
Session with training cashier and customers 3% hours 
Time spent with other cashiers and employees 20 minutes 


The formal socialization began with a brief meeting with the personnel 
manager of the corporation about two weeks before the participant observa- 
tion started. The meeting consisted of a few personal questions and assign- 
ment to a store. After the meeting a secretary asked me to take a short 
screening test, which mostly concerned knowledge of arithmetic, and had 
me sign a form labeled “Basic Rules of Cashier Behavior." This form in- 
cluded ten rules of behavior; I later learned that, among cashiers, the form is 
nicknamed the “Ten Commandments." The Appendix displays these rules. 

The encounter with the formal organization also included a two-minute 
meeting with the store manager who basically said “See the head cashier," 
and a five minute talk with the head cashier, who gave me a general intro- 
duction to the store including information on store hours, instructions on 
how to punch the time clock, and about where to put my coat and purse, and 
a very brief and informal introduction to my “trainer,” an older woman with 
16 years of experience on the job. The shortness of my interaction with 
members of the formal hierarchy contrasted sharply with the three and 
three-quarter hours I spent with customers on the very first day. These hours 
were spent standing behind the cashier who had been designated as my 
trainer. She explained that she was often selected as a trainer for new cash- 
iers because she “enjoyed it and also knew the work really well." Nonethe- 
less, it was quite quickly evident that she had little structured, formal train- 
ing to offer. After a few minutes of “This is the register," “See, there are 
special keys for produce, drinks, meats," and ‘‘You need to learn the codes 
for the various items," she said “OK, now you can watch me work”; she then 
went on to “pass customers through," expecting me to continue watching. 

During the training period, the trainer occasionally reentered her train- 
ing role. For instance, pulling a large notebook from her drawer, she said 
“Here are all the codes for the different items. Take it home and you can 


ë The term used by the cashiers to describe a transaction was "pass through." Thus, a 
cashier might say, “I passed [the customer] through and then went to get change," or “Let me 
just pass her through and then I'll help you." This terminology is especially GE because 
in reality it is merchandise that is being passed through, not customers. 
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learn the codes in the evening.” Yet structured training was a rare event, for 
me and for other trainees who were observed throughout the study; most of 
the time trainers passed customers through while trainees sat or stood be- 
hind them and watched. 

In short, in the process of becoming a cashier, there was little structured, 
formal interaction with the trainer or with management. Because of the 
store’s open-space design, however, there was a lot of unmediated exposure 
and close physical proximity to customers. Such exposure is an integral part 
of a cashier’s job from the very beginning. It was also the first clue to the 
differences between the various role senders, that is, the various holders of 
expectations about the cashiers’ role (Katz & Kahn, 1978: 190). 


The Set of Relations That Cashiers Encounter 


Figure 1 summarizes several aspects of the relationship of customers, 
co-workers, and management to cashiers. Cashiers were placed outside the 
figure because the intent is to summarize the relationships of the various 
other parties to cashiers. Furthermore, the figure displays only relations to 
cashiers. The solid arrows in Figure 1 imply direct influence. Thus, custom- 
ers have direct influence over cashiers, as do co-workers and management. 
The broken lines in Figure 1 indicate indirect influence; customers also have 
indirect influence over cashiers through other employees and through man- 
agement. 

Figure 1 includes two axes that facilitate the understanding of cashiers’ 
role set. The horizontal axis refers to legitimate influence. The person with 
formal authority over a cashier—her manager— has the strongest legitimate 
right to influence the cashier's behavior. The vertical axis in Figure 1 sug- 
gests the dimension of immediate influence. The results of this study suggest 
that customers hold more immediate influence at the time of job perfor- 
mance than either co-workers or management. The immediacy of customer 
influence is due to the physical proximity between cashiers and customers, 
the extent of time they spend together, customers' opportunity for supplying 
direct feedback and other information, and the immediate importance that 
cashiers attribute to customers. 

Management power. The horizontal axis of Figure 1 refers to legitimate 
influence. In the cashiers' formal organization (Katz & Kahn, 1978), manage- 
ment holds the greatest amount of legitimate influence because it represents 
the employing organization and has the power to reward (French & Raven, 
1960). 

Legitimate power belongs to management by definition, and cashiers are 
well aware of this. Cashiers usually accentuated behavior according to the 
rules (the Ten Commandments) whenever the manager or assistant manager 
walked around the register area. Similarly, during my training I was explic- 
itly told, "Sure you can keep a cup at the register. Just be sure he [the 
manager] doesn't see it." Moreover, implied consent of the manager or the 
head cashier allowed the breaking of organizational rules. To illustrate, 
when a cashier wanted to get a pastry from the bakery across the street, she 
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usually asked the manager or the head cashier if he or she would also like 
something (PO).” Because of insurance liability, cashiers were not allowed to 
leave the store during work hours (PO). But the unwritten rule seemed to be 
that if a member of management was a party to such activity, “It was OK to 
do it" (PO). 

Management's legitimate influence (Figure 1) is also due to the store 
manager's apparent control over formal rewards; the manager handed out 
monthly pay checks and holiday bonuses (PO). Management's reward power 
is not as strong as it could be since wages in the chain are centrally deter- 
mined and are not linked to performance. Moreover, the store managers have 
very little leverage when it comes to personnel policies. However, a manager 
can fire a cashier, especially if she is caught disobeying rules, and can have 
an effect on promotions. Thus, cashiers refused to be tape-recorded when 
they talked about eating or smoking at the register because the Ten Com- 
mandments prohibited such activities. As one cashier said, "They could 
immediately fire me if they knew" (I). Similarly, when one cashier was 
called to the manager because a customer had reported that she pocketed 
some money, the other cashiers immediately began to sympathize: “Poor D., 
now he will fire her" (PO). 

As Figure 1 further indicates, customers have no legitimate influence. 
Co-workers—other cashiers— were, however, occasionally observed to ex- 
ert a moderate amount of legitimate power. This was rare, but it occurred, for 
example, when as a newly hired cashier, I felt that my trainer was an au- 
thority. Trainers had the authority to decide how well a trainee was doing 
and when she could begin working alone (PO, I). I also heard a senior cashier 
urge a younger co-worker to “work more quickly, stop talking to your 
friends, can't you see that there is a long line waiting?" (PO). The younger 
cashier clearly reacted to this comment by focusing more directly on her 
register and discontinuing her conversation with her friend; she also said to 
her friend (casually, but in a very soft voice), “She [the more senior cashier] 
is almost like the manager around here" (UO). 

Occasionally, customers might also attempt to influence cashiers' re- 
wards. But such attempts have to operate through co-workers or manage- 
ment, as implied by the broken arrows in Figure 1. In order to punish a 
cashier who pocketed money, a customer had to report the incident to the 
manager (PO); the cashier in this event was ultimately fired. Similarly, when 
customers wanted to reward cashiers for desirable behavior, they com- 
mented about it to the manager or to other cashiers. To illustrate, several 
customers said to me while I was in training: “You really have a very good 
trainer; she is the best one around." This was always said when my trainer 
was around, and in a loud enough voice so that she could hear. Thus, it was 


? For the sake of simplicity, where it is not evident from the text the following codes are 
used to denote the source of quotations: I = an interview with a cashier, UO = unstructured 
observation, PO = participant observation, and CI = an interview with a customer. 
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8 form of indirectly complementing the trainer. Along similar lines, one 
customer was heard saying to a manager who happened to be standing by a 
cash register, “You should really do something for her; give her a bonus or 
something; she does such a good job" (UO). 

Customer power. The vertical axis of Figure 1 suggests that customers, 
and therefore customer influence, are much more immediate than manage- 
ment and management influence. Co-workers, in turn, have more immediate 
influence over cashiers than management, but less than customers. Five 
factors cause this immediacy: physical proximity, the amount of time cus- 
tomers and cashiers spend together, the amount of feedback customers give, 
the amount of information they provide, and the crucial role cashiers attri- 
bute to customers. The following examines each of these factors in detail. 

Cashiers are physically much closer to their customers than to anyone 
else. About 25 inches separate a cashier and her customer, as opposed to the 
80 inches or more separating two cashiers. Management is very remote, 
usually many yards away. The physical structure of supermarkets means 
that cashiers have little opportunity to interact with each other or with 
management without an audience of customers. 

Moreover, cashiers usually view other cashiers either from the back 
(during training) or from the side. They view management from below (see 
footnote 3), or from far away. In contrast, there is constant frontal contact 
with customers. To gain the physical proximity that people enjoy, a cashier 
has to leave her work station and walk over to whomever she wishes to meet. 
That is, she must stop her work. Customers resent such breaks, as does 
management (I, CI). Thus, because of the physical structure of the supermar- 
kets, cashiers can easily and continuously get verbal and nonverbal mes- 
sages from customers. Communication with co-workers and with manage- 
ment is more difficult than it is with customers, and it is much less intimate 
since it is usually in front of an audience. 

In short, the physical layout of supermarket work constrains interper- 
sonal relationships among cashiers and makes.customers the most immedi- 
ate source of communication. Throughout the study I observed that the phys- 
ical layout makes for little informal interaction among cashiers and that the 
informal network of relations among cashiers was very weak. To illustrate, 
approximately two hours of my first participant observation shift had passed 
before any of the other cashiers asked my name. By the end of the participant 
observation, I had not managed to collect much information about the other 
cashiers. I barely knew the names of all the other cashiers. I knew little about 
their personal lives. Likewise, they knew very little about me. 

Several cashiers specifically mentioned that the physical distance be- 
tween cashiers, combined with the noise and hustle in the store, usually do 
not allow interaction among cashiers or between cashiers and management 
(PO, I). Indeed, during the participant observation, it was often impossible to 
talk to cashiers while they were working. One cashier said, 

You need to talk to someone. And the only one you can talk to 


is customers. But if you talk to them too much you can make 
mistakes (I). 
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A second reason for the greater immediacy of customer influence is the 
amount of time cashiers spend with customers, compared to the amount of 
time they spend with any of the other members of their role set. This was 
first evident from the extremely brief formal socialization procedure encoun- 
tered in the process of becoming a cashier (see Table 1). 

Observations of cashiers during their routine work revealed a pattern 
similar to that encountered on my first day and reported in Table 1. Approx- 
imately 78 percent of cashiers’ time was spent interacting with customers; 
only 13 percent of their time was spent interacting with management, in- 
cluding task-related interactions, such as verifying a price or getting change. 
The constant interaction with others was an attractive job attribute for many 
cashiers: 


I looked for a job where I would be with people. I couldn't see 
myself in an office job (I). 


I liked the fact that there would be a lot of people around me. 
Otherwise I would get bored (1). 


Nonetheless, once she has started working, a cashier may find it burdensome 
that the customers are constantly there. 

Cashiers spend most of their time with customers because that is the 
way their work is structured. They are instructed to work independently; 
what one cashier does is usually relevant only to customers, and a cashier is 
expected to be equipped to deal with most customer needs. Certain events 
do require a cashier to interact with management or co-workers (e.g., veri- 
fying a price, getting check approval, asking for a break), but walking over to 
a fellow employee for a friendly chat is clearly a waste of time that interferes 
with the work. 

Events that include interacting with co-workers or with management 
require time. Such use of time is often unpleasant to the cashiers because 
customers view it as a waste of time (UO, CI). One cashier summarized this 
feeling well: “What do I care how I pass my eight hours, but the customers 
get really angry when things move really slowly or if I have to leave the 
register" (UO). Thus, cashiers try to avoid “wasting” their time dealing with 
management or other store employees. To illustrate, cashiers expressed an- 
noyance when customers changed their mind about purchases, and the head 
cashier had to be called for a cancellation (PO, UO). Many cashiers were 
aggravated when their registers seemed stuck for some reason and they had 
to call for help (UO, PO). Likewise, upon encountering an unmarked item, 
many cashiers relied on the price that the customer reported, rather than 
asking a co-worker or the manager (UO). Several cashiers specifically men- 
tioned that they encouraged customers to pay cash to avoid spending the 
time to get checks approved: 


For checks I have to get approval and it wastes time; but I can get 
in trouble if I don't get approval. So I like cash, only cash (I). 


A third reason for the greater immediacy of customer influence is the 
amount and immediacy of the feedback that customers provide. The phys- 
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ical proximity between cashiers and customers increases the degree of verbal 
and nonverbal communication between them. The great amount of time that 
cashiers spend with customers also increases the probability of such com- 
munication. Thus, customers have the opportunity to provide cashiers with 
immediate positive or negative feedback. 

Comments like “Oh, that is really nice of you” (PO) and "You work so 
fast" (UO) constitute positive feedback; “Your check-out is slower than all 
the other ones, you know" (UO) and "Why can't you be more polite" (PO) are 
examples of immediate negative feedback from customers. In contrast, man- 
agement gives inconsistent, delayed, partial feedback that previous research 
has shown to have less powerful effects than immediate feedback (Hilgard & 
Bowers, 1975). 

Customers' attempts to discourage cashiers from interacting with other 
cashiers or with management are another form of feedback. Customers make 
such attempts because they resent the “time wasted” (UO, I). They often try 
to persuade cashiers that it is unnecessary to take this time, saying “It is OK, 
the check is OK, you don't have to waste time getting approval" (UO) or 
“Why do you have to keep running back and forth to the office? It is such a 
waste of time" (UO). 

Customers may also offer information that a cashier wants but cannot 
get elsewhere on her job. Since cashiers attend to customers in order to get 
this information, the stage is set for immediate customer influence. Custom- 
ers offer three types of information: work-related information, general 
knowledge, and information about their status that may help cashiers elevate 
their self-attributed status. 

First, customers may offer information that helps a cashier continue her 
work, such as information about the price or code of an item. Although such 
information is available elsewhere, obtaining it through the manager or 
through a co-worker would cause an unwelcome delay. 

Second, customers may offer general knowledge that is not work- 
related. To illustrate, a cashier asked a regular customer? who was the owner 
of a local furniture store how much a rocking chair cost, explaining that she 
wanted to buy someone a rocking chair as a present (PO). Along similar 
lines, a cashier asked a customer, “What do you do with this? Do you boil 
it?" (UO). One cashier presented the opportunity to obtain such information 
as a positive attribute of the job. She tried to encourage me to feel that the job 
was not as boring as it seemed: 


After a while, after you learn how to work the cash register, it 
gets to be fun. You can talk to the customers and you can learn 
from them how to cook different things. You'll see (PO). 


? Cashiers frequently referred to “regular” or “permanent” customers. These were custom- 
ers who shopped in the store regularly. Such customers often selected a favorite cashier, and 
cashiers frequently knew the names and addresses of these customers from taking checks or 
delivery orders. 
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Third, customers may offer information that helps cashiers elevate their 
self-perceived status. Goodsell (1976) documented that service employees 
clearly observe customer status cues. There were several indications here 
that cashiers derived status from the status of their customers. The head 
cashier's introduction to the store in which I conducted the participant 
observation was very brief (see Table 1), but it included the comment “You 
know, this is an important store, and very important people shop here, 
including people from [the local] TV [network]" (PO). Similary, an inter- 
viewed cashier said, "We have some really famous customers here, and 
some of them buy on credit, without even paying, like the prime minister's 
house and the president's house." 

Moreover, when asked “Who are your favorite customers,” several cash- 
iers responded by referring to a high-status person: "this professor who 
shops here with his wife" (I) or “the president’s house" (I). Another cashier 
gave a more general response: 


... people that have style. Some people just look classy. You 
know, they are dressed well and they know how to behave. I like 
them. It 1s respectable to work with them (I). 


It is as if the status of the client raises the status of the clerk. 
Finally, the immediacy of customer influence is enhanced because cash- 
iers view customers as crucial. Cashiers summarized this notion: 


We should always try to keep the customers happy. Sometimes 
I even sing to them. And if I see a customer leave a full cart by 
my register and prepare to leave the store I call him and try to 
convince him to stay. Because if the customers leave us, where 
will we be? They make the store. They make my salary (I). 


Without the customers the store would never exist. Without the 
cashiers it might be hard. Without the manager— we get along, 
and you can always find a replacement for cashiers or managers. 
But not without the customers. They make the money (I). 


In sum, although management's legitimate influence allows it to have a 
certain degree of remote control over cashiers, several factors set the cus- 
tomers apart as having the potential for immediate influence over cashiers. 
Management plans and rules may set the stage for the interaction between a 
cashier and her customer, but because of their physical proximity, the 
amount of time spent together, the flow of feedback and information, and the 
crucial role cashiers attribute to customers, it is the cashier and the customer 
who determine how this interaction unfolds. 


The Struggle for Control Between Cashiers and Customers 


As mentioned above, the interaction with customers was an attractive 
job attribute for many cashiers. The constant exposure to customers, how- 
ever, may be more than was bargained for. Specifically, customers' perspec- 
tive on the interaction with cashiers appears to be qualitatively different 
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from cashiers’ perceptions of the same interaction. As one cashier said, “He 
is one of the customers and I have to pass him through and take money from 
him" (I). In contrast, customers said “I am paying, so I should get service" 
(CI) and “Since it is my time, don't I have a right to try and avoid wasting it?" 
(CI). What emerges is a struggle for control of the interaction. 

Service encounters: Customers' perspective. The data suggested two 
key resources that guide customers' perceptions of service encounters in the 
supermarket: money and time. Customers who have given or are about to 
give money expect to get something in return. Customers may enjoy spend- 
ing time selecting merchandise, but they resent time spent waiting for a 
cashier. 

As far as customers are concerned, they are paying not only for mer- 
chandise but also for service: 


When I go to the market all I want is good, cheap stuff. But a 
supermarket is supposed to offer something more. You pay 
more. So you should at least get a pleasant shopping experience 
(CI). 

Why can't you be more polite? I am paying! And you are serving 
me you know! (UO). 


Moreover, customers often view cashiers as liaisons between the retail or- 
ganization and themselves: “She works for the organization, doesn't she?" 
(CI) and “She’s the only one from the store that I get to talk to" (CI). Since 
they pay the organization, customers expect to have some say about how it 
functions. Thus, customers may comment to a cashier about things that are 
obviously not part of her job: “Why are shopping bags so expensive here?" 
(PO) or “Why don't they get those imported sardines anymore?” (UO). This 
is the only opportunity tbat customers see to influence the organization. 
Since customers are paying, they believe that the organization and its rep- 
resentatives—the cashiers— should deliver (CI). 

From a customer's point of view, cashiers also determine how much 
money the customer must part with. Because money is very important, cus- 
tomers see themselves as having a right to monitor and control its expendi- 
ture. Customers were often suspicious that they were being cheated, as these 
comments from my interviews with them show: 


Cashiers always steal. 
You always have to watch over them carefully. 


It's real easy for them to overcharge. You never have time to 
watch when they type the stuff. And every time I check the slip 
I find some error. 


I also observed customers saying: 
Please slow down. Last time they cheated me so I want to see 


what you type (PO). 
Can't you wait so I can watch what you do? (UO). 
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It was hard, if not impossible, to assess the extent to which cashiers 
actually engaged in cheating (Mars, 1984). Over 80 percent of the incidents 
noted in the present study in which customers asked to check a price or a 
sales slip indicated no fault on the cashier’s part. Nonetheless, the point is 
that since the customers are paying, they feel they have a right to monitor 
and control how much is paid, which implies monitoring and controlling 
the cashiers’ behavior. 

As with money, the desire to save time also drives customers to monitor 
the cashiers. The checking out process often causes bottlenecks in the store. 
Customers are forced to stand, wait, and do nothing while a cashier pro- 
cesses orders. Such waiting is a nuisance (Maister, 1985). Indeed, customers 
waiting in line were often annoyed, angry, and helpless; the aggressive re- 
actions mentioned in Seligman’s (1975) discussion of helplessness were 
frequently evident. To illustrate: 


I can’t stand it. Why can’t they open another register? [very ag- 
gressive tone of voice] (UO). 


I don't believe it [to a cashier who didn't know a code]. You sit 
here all day and you don't know the code for potatoes? As if this 
is something unusual! (UO). 


Exhibiting behavior that is consistent with Maister's (1985) observations 
on the psychology of waiting in line, customers seek means to shorten their 
objective or subjective waits. They may do this by suggesting to cashiers 
various mechanisms for saving time. They also try to do things instead of 
letting the cashiers do them. I saw customers packing delivery crates (the 
cashiers' job), going to the shelves to check a price or a code, placing fruit 
and vegetables on the scale to be weighed, or placing items so the codes were 
easily visible (UO, PO). One customer tried to create group support, saying 
to other people waiting in line “Come on, let's help her, if we help her maybe 
things will move along a little bit more quickly" (UO). The following inci- 
dent, which occurred during the participant observation, is also illustrative: 


One customer could not find her checkbook, and seemed to be 
"wasting everybody's time" looking for it. Customers waiting in 
line put pressure on the cashier to start processing their orders; 
they glared at the cashier and glared at the customer. They of- 
fered suggestions about where the checkbook might be or sug- 
ested that maybe she could pay with a credit card. Then they 
began requesting that the cashier process the next customer's 
order while this woman was looking for her checkbook. One 
customer attempted to explain to the cashier that such a move 
would be logical. He said, “Since she is paying with a check, 
when she finds her checkbook you can take it from her." 


In sum, because of the time and money involved, customers seek, and 
see themselves as having a right, to control their encounter with a cashier. 
Service encounters: Cashiers' perspective. Customers' intense involve- 
ment in the service encounters studied creates resistance and resentment 
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among cashiers. As suggested by the quote at the beginning of this article, 
cashiers realize that customers want to control them, but they are not willing 
to relinquish control of the encounters. Cashiers seek control of service 
encounters because they feel they need and have a right to this contro] in 
order to do their job. 

Cashiers perceive their main responsibilities to be to “pass customers 
through" (I) and “take money and give change" (I), functions requiring a fair 
amount of concentration. A cashier needs to recall the codes or prices of 
many unmarked items, to verify that she has entered the correct information 
into the register, to count the money she receives, and to count the change 
she gives out. At the same time, she needs to keep track of which items she 
has entered and to guard against customer theft. These tasks entail a respon- 
sibility, and errors may be personally costly to the cashier since cash differ- 
ences can be deducted from her salary. Cashiers seek to maintain control 
over the checkout process in order to avoid errors. 

Customers' attempts to control an encounter can also be offensive to 
cashiers. The consensus among cashiers is that they know best how to do the 
job, even though customers sometimes try to tell them otherwise: 


It is my job. I know best how to do it (I). 


He thinks that because he shops here he can run things. But I am 
here every day. It's my job. I know how to do it. And it drives me 
nuts when he tells me what to do (I). 


Thus, when customers attempt to monitor cashiers' behavior and to tell them 
what to do, cashiers seek ways to establish who is in control. 

There is also a strong theoretical rationale behind cashiers' struggle for 
control. Extensive research has discussed the psychological importance of 
personal control (Langer, 1983; Seligman, 1975; Sutton & Kahn, 1986). Goff- 
man (1959) argued that control over an individual's immediate environment 
is especially important, explaining that ‘‘we seek control over the people in 
our environment with whom we interact, particularly individuals who are 
likely to react to us" (1959: 3). Since cashiers constantly interact with cus- 
tomers, it is clear why they struggle to control them. What is intriguing is the 
way in which this struggle is conducted. 

Strategies in cashiers' struggle for control. The existing literature on 
service employee's fight for control (Bigus, 1972; Butler & Snizek, 1976; Mars 
& Nicod, 1984; Whyte, 1948) was used as a point of departure for developing 
a typology of the strategies employed by cashiers for reclaiming control of 
service encounters. The data suggested four such strategies: ignoring cus- 
tomers, rejecting customers' right to control, reacting to customers' attempt 
at control, and engaging customers so that they don't try to seek control. 
Table 2 presents examples of the use of each of these strategies. The strate- 
gies presented in Table 2 can be viewed as a continuum of actions by cash- 
iers ranging from passive, through reactive, to proactive. Ignoring a customer 
means taking no action. Rejecting is somewhat more active; it reflects some 
active thought on the cashier's part about why the customer does not have a 
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TABLE 2 
Cashiers’ Strategies in the Struggle for Control 
Source of Data 
Unstructured Participant 
Strategies Observations Observation Interviews 
Ignoring Cashiers focus their eyes Trainer told observer: "When they tell me what 
on the cash register, "Sometimes they say to do, like how many 
avoid eye contact with really nasty things about earrings to wear, and I 
customers if they can. how you should do your don't want to do it, I 
work. I think you should simply ignore them 
ignore them because and don't listen.” 
there is no end to such 
comments.” ` 
Rejecting No evidence noted. Cashiers label customers ‘He is paying for the 
who request continuous merchandise. He is not 
monitoring of prices paying my salary. Why 
entered “pests” and does he think he can 
"naggers." tell me what to do?" 
Reacting ` Customer was angry that A customer said, “In “After a customer has 
cashier had to “waste” America, all the cashiers rushed me through his 
time looking for a code, smile.” Cashier replied: purchases I love to sit 
started yelling. Cashier “So go to America. What back, cross my arms, 
tried to calm him down do you want from me?" watch him, and let 
by saying, "Why do you everyone see how he is 
have to yell? Why do wasting everyone's 
you have to talk like time now." 
that?" 
Engaging Cashier to customer: Cashier keeps customers “If I see that they are 
“Now if you smile, busy by telling them upset I might sing. I 
everything will be OK." what to do: “You can don’t sing that well but 


Cashiers ask customers to 
put produce on scale. 


take the bread, now pack 
` the oranges, I typed the 


coffee." 


it makes them laugh 
and forget they were 





right of control. Reacting entails an overt response to a customer's behavior, 
a response that makes the customer aware that the cashier is annoyed. Fi- 
nally, engaging is a proactive strategy in which a customer is occupied and 
thus too busy to demand control. 

Ignoring is the most passive strategy. Cashiers can ignore a customer, 
and frequently do so, by avoiding eye contact. Less than half the cashiers 
observed during the unstructured observation phase made some form of eye 
contact with customers. In another study, which included structured obser- 
vations, 61 percent of the cashiers observed made no eye contact with cus- 
tomers, and an additional 32.8 percent made eye contact only once, for less 
than one minute (Rafaeli, 1989). 

Cashiers may also ignore customers’ comments or their attempts to take 
charge. To illustrate, when customers commented that a cashier should 
“speed things up" (UO) or “stop talking to your friend" (UO), many cashiers 
simply continued what they were doing and ignored the comment. 
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The terminology that cashiers have developed to refer to their interac- 
tion with customers is in itself a form of ignoring. As noted earlier, cashiers 
refer to "passing customers through,” an impersonal term that does not 
acknowledge any individual differences among customers and suggests that 
a customer is another item to be processed. In actuality, it is the merchandise 
that cashiers “pass through”; considering a customer as of one the items that 
is being passed through allows ignoring the customer as a social partner and 
promotes perceived control of the encounter. 

Ignoring is sometimes a necessary strategy for survival; it enables cash- 
iers to concentrate on their work: 


I feel really stressed at the register, because I don't really know 
all the codes yet. And then customers come and tell me what to 
do and I get into even more stress. The only way I can keep going 
is by ignoring them and going my own way (I). 


Cashiers who ignore customers may justify this behavior to themselves 
by being slightly more active and rejecting the customers' right of control. 
This strategy entails the internal justification that "the customer has no 
business telling me what to do" (I). The transition from ignoring to rejecting 
is not always obvious and may be known only to the cashier herself. Con- 
ceptually, the difference is important, however, both because cashiers make 
the distinction (e.g., “Before I ignore her, I make sure I am right" [I]) and 
because rejecting implies a more active and involved employee. 

Reacting is a yet more active strategy; a cashier not only thinks that a 
customer has no right of control but also finds a way to convey that to the 
customer. The reaction may be verbal but emphasized with blatant nonver- 
bal gestures. 

A reaction may simply convey rejection; that was the strategy adopted 
by the following cashier: 


You need to let the customer know that this is how you work and 
if he doesn't like it he has a problem. If he complains about how 
I work I don't even bother replying to what he asks. I just say 
"My name is. and you can tell the manager if you 
don't like me or my work" (I). 


It might be noted that this cashier provided legitimacy for her reaction by 
implying that managment will support her behavior. 

A reaction may also attempt to convince customers that they are wrong 
or to dissuade them from an attempt at control. When a customer got upset 
and started scolding a cashier about not knowing the code for a certain item, 
she replied, 

Why do you have to yell? Why do you have to talk like that? You 
think I do it on purpose? You think it will help that you yell? It 
only slows things down and makes them worse! (UO). 


Furthermore, a reply may attempt to calm the customer by expressing agree- 
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ment. To illustrate, during the participant observation one customer got 
annoyed that the codes on several items were wrong. The cashier replied, 


Ok. Yes, you are right. They put codes on the items and don’t 
bother to check. But why are you yelling at me? I didn’t put the 
codes on. I am just trying to help you (PO). 


Nonverbal components of a reaction may include sitting with folded 
arms, glaring, and purposefully dropping merchandise. The first was a fa- 
vorite strategy of a young and very efficient cashier. When asked how she 
dealt with difficult customers she replied, 


What I love is to finish my work, announce out loud his total, 
then twiddle my thumbs. It can really embarrass him because 
everyone can see who is waiting for whom (I). 


Reactions may get extreme and may entail raised voices: 


I can't stand the customers who bullshit. It must be something 
about me, maybe because I have all these personal problems and 
I got divorced. Maybe it is my personality. But I like working 
fast. And when they move slowly and they try to slow me down 
it drives me nuts. And I let them know it in the way I do things, 
like packing their stuff or giving them change. One time I even 
yelled at a customer. 


Engaging is the most proactive strategy a cashier can adopt. It entails 
keeping customers busy so that they don't bother her. A cashier may engage 
customers by telling jokes, making small talk, or asking them to do certain 
things, such as put their vegetables on the scale to be weighed. Engaging the 
customers requires extensive experience because a cashier needs to do it 
while she continues with her routine tasks. Engaging is therefore more fre- 
quently evident among senior cashiers, as was apparent from observing and 
talking to both new and experienced cashiers: 


My mother is also a cashier, so I am lucky. I learned from her 
how to handle the job and how to handle customers. But still, I 
feel I need more experience to really know what to do (cashier 
with four months tenure, PO). 


Ialways keep the customer busy, it helps me with my work and 
they are happy. I have been on the job for 18 years. I know it 
really well (I). 


One cashier developed an engaging strategy that appeared very sophisti- 
cated. She focused her eyes on the register and only glanced at the strip with 
the items on it, calling out the items she had entered on the register. She 
constantly told the customer which items to pack while she worked the 
register. Her communication with the customer mostly included comments 
such as “You can take the bread” and “OK, I got the coffee." Occasionally, 
however, she would remind the customer that she was in control by saying 
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“No, wait, I haven’t entered the ice cream yet” (PO). The last statement 
reinforced her contro] because it verified that she was monitoring the cus- 
tomer’s behavior; that is, she was the one in charge. 


DISCUSSION 


The goal of this study was to examine closely the role of service em- 
ployees. This close examination called for a qualitative, in-depth investiga- 
tion of one group of employees. Previous research has revealed that organi- 
zations invest in efforts to monitor the image set by such employees (Hoch- 
schild, 1983; Rafaeli & Sutton, 1987), that organizational sales bear a 
complex relationship to the behavior of these employees (Sutton & Rafaeli, 
1988), and that such employees hold a special relationship to their custom- 
ers (Adams, 1976; McCallum & Harrison, 1985; Mars & Nicod, 1984; Whyte, 
1948). The present study placed in focus a central component of the work of 
service employees—service encounters (Czepiel et al., 1985). 

The study suggests four notions relevant to the research and manage- 
ment of service employees. First, the tight interdependence between cash- 
iers and customers suggests that it is important to focus additional research 
effort on their encounters, rather than on the participants—clerks or cus- 
tomers—singly. Second, the complexity of the role-sending process that 
cashiers face suggests that a high degree of tension and strain accompany 
their service encounters. Third, the contrast between the data collected and 
other research findings on service suggests several paradoxes about service 
encounters. And fourth, the dynamics that customers inspire in service en- 
counters suggest several threats to service employees and to service organi- 
zations. 

Customer influence was instantaneous, continuous, and simultaneous 
with job performance. Moreover, customer influence stimulates cashiers to 
react in certain ways. Thus, customers form the transactional environment of 
these service employees (Marks & Mirvis, 1981; Trist, 1977). In contrast, 
management, which holds legitimate influence, creates the organizational 
environment and sets the stage for employee’s performance. Management is 
ultimately responsible for setting up service encounters and also bears re- 
sponsibility for extreme behaviors. For example, management must get in- 
volved if rules are broken or money is stolen. But routine service transac- 
tions are affected most by an interplay between service employees and their 
customers. Their interdependence implies the impropriety of studying ser- 
vice employees independently of their customers. 

Other authors have written about interdependence in service encoun- 
ters (McCallum & Harrison, 1984). What emerged here, however, was that 
such encounters cannot be understood without a full view of both partici- 
pants and an emphasis on the interaction between them. Thus, the encoun- 
ters themselves are important units of analysis in the study of service. Most 
previous writings have emphasized either employees (cf. Hochschild, 1984) 
or customers (Desatnick, 1987; Peters & Waterman, 1982). 
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The findings about interdependence suggest a new research question: 
How much interpersonal interaction is beneficial and motivating? Job design 
theoreticians (e.g., Sims, Szilagyi, & Keller, 1976) have argued that the op- 
portunity for interacting with others is a positive job attribute. Indeed, em- 
ployees may enjoy constant exposure to, and interaction with, clients. As 
discussed above, however, constant exposure can also be a burden. It is 
unclear to what extent dealing with others is desirable when the others pose 
a threat and introduce strain. Too much interaction may not be highly pos- 
itive and may be a source of frustration. 

A second question raised by the findings on interdependence is how 
customers fit into organizational theory. Customers’ role as active partici- 
pants reinforces the notion that there is room to study the management of 
customers (Bowen, 1988) because they are actually “partial employees” 
(Mills & Morris, 1986: 726). Bowen (1988: 2) suggested applying Vroom’s 
(1964) model of employee performance to the assessment of customer per- 
formance and noted some questions that such an application raises: Do 
customers understand how they are expected to perform? Are they able to 
perform as expected? And are there valued rewards for performing as ex- 
pected? 

The present study also suggests various constraints that introduce ten- 
sion into service encounters and put a strain on service employees. Four 
such constraints come to mind: employee’s inability to develop a strong 
social network with co-workers, the limited and constrained nature of rela- 
tions with customers, the role conflict and ambiguity resulting from a mul- 
tiply defined role, and the constant struggle for control with customers. 

Social frustration was not the focus of the present study. Nonetheless, 
customers were observed to hinder the development of an informal network 
among cashiers. Thus, it is likely that cashier’s social needs remain frus- 
trated because it is difficult to imagine that the weak set of interpersonal 
relations evident among the cashiers studied could fulfill social needs. 

A second source of strain is the constrained nature of interactions with 
customers. Cashiers themselves may desire interaction with customers to 
experience some form of social interaction. (Recall the cashier who said 
- “The only one you can talk to is the customer.") In this case, however, strain 
may arise as the result of the very short, superficial interactions with a long 
line of only vaguely familiar people, circumstances that hardly constitute a 
social network. 

Informal interactions between cashiers and customers can create a 
stressful service encounter if they detract from the cashiers’ ability to con- 
centrate on the monetary components of the job, and cause errors. Perhaps 
customers’ suspiciousness about theft is attributable to such swaying of the 
cashiers’ attention. Furthermore, informal interaction with customers may 
also generate customers’ resistance if they view it as a waste of time (Sutton 
& Rafaeli, 1988). 

Service employees may also suffer strain because of the role ambiguity 
and role conflict associated with multiple role senders (Kahn, Wolfe, Quinn, 
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& Snoek, 1981; Miles & Perreault, 1976; Parkington, 1979; Shamir, 1980). 
Customer expectations and comments were sometimes found to run counter 
to management rules (e.g., there is no need to get a check approved), setting 
the stage for role conflict. Similarly, there is a fair extent of ambiguity about 
customer service. The Ten Commandments, the organization’s rules for 
cashiers, did not mention good-quality service, yet customers felt they were 
paying for good service and conveyed to cashiers that they expected it. The 
difference in the quality of management’s and customers’ influence likely 
exacerbates the strain of the conflict between role senders. It is as if a cashier 
needs to choose between the immediate, current demands of customers and 
the formal, but, remote influence of management. 

The disagreement about control is also a source of tension in the service 
encounters observed at the supermarkets. Customers feel they have a right to 
control these encounters, but cashiers view the encounters as part of their job 
and engage in a struggle to destroy customer control. In short, the presence 
of customers constrains the cashiers’ interaction with other people and is 
itself accompanied by a struggle, all of which provides fertile ground for 
tension and strain. 

The tight interdependence between cashiers and customers and the ten- 
sion inherent in the observed service encounters also suggest several para- 
doxes about the concept of service. First, it is paradoxical that service em- 
ployees, who face customer demands all day, actually have very little au- 
tonomy to deal with those demands. Second, from the customers’ point of 
view it is paradoxical that the only representative of the organization with 
whom they interact has so little leeway; the cashiers take the customers’ 
money but can do little more than take money. 

Third, from the cashiers’ perspective, it is paradoxical that their inter- 
personal relations at work are so weak and superficial, in spite of their 
constant exposure to, and interaction with, other people. Of course, the fact 
that the constant interaction consists of many short interactions with hurried 
customers who do not view themselves as cashiers’ social partners accounts 
for the paradox; nonetheless, it sheds light on the complexities of service 
encounters. 

Fourth, the strategies developed by cashiers to establish their control of 
service encounters also pose a paradox. Many of the cashiers observed re- 
inforced a consensus that exists among career counselors, that people who 
go into service occupations seek and enjoy interpersonal interactions (cf. 
Osipow, 1973). At the same time, this group of service employees was busy 
developing strategies to unnerve the people with whom they interacted. 

Finally, it is paradoxical that although popular authors concerned with 
organizational management recommend that organizations, and in particu- 
lar, service employees, keep "close to the customer" (Peters & Waterman, 
1982: 156), in reality, employees often must tune out customer communica- 
tion in order to pay close attention to the financial details of their work. 
Worse yet, some service employees intentionally engage their customers in 
behavior that conforms with their own needs rather than customer needs. 
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Customers may actually pose a threat to service employees and organi- 
zations. Errors and losses may occur when customers divert attention from 
a cash register or when they try to sway cashiers from complying with 
organizational rules. Furthermore, cashiers may perceive customers as a 
threat because they claim to have the right to control the cashiers’ work and 
sometimes use indirect channels to punish cashiers (recall the cashier who 
was fired because a customer reported that she put money in her purse). 

Organizations may also incur indirect costs because of the struggle for 
control. Obviously, cashiers ignoring customers or reacting unpleasantly to 
customer demands in order to establish who is in control may have a neg- 
ative influence on customer satisfaction and on the likelihood that they will 
return, that is, on “encore gains” (Rafaeli & Sutton, 1987: 32). Similarly, the 
strains cashiers endure may result in mental and physical health costs to an 
organization (Beehr & Newman, 1978; Kasl, 1978) as well as turnover and 
absenteeism costs. It is not unlikely, for example, that the high turnover rate 
reported in this study is related to the strain that the employees have to 
endure. 

In closing, it is important to note the limitations of the present study. 
The encounters examined may differ from other service encounters. Super- 
market service encounters are relatively short; they do not require the cus- 
tomers' active involvement (customers have to tell waiters what food to 
bring and cab drivers where to go); they usually do not involve direct mon- 
etary payment to a cashier from the customer (no tips); and they aren't that 
important to the customer. 

Moreover, some of the special attributes of supermarket shopping in 
Israel may have tinted the results. Since customers in Israel usually bag their 
own groceries, customer involvement may be more active and their influ- 
ence more immediate than is true in other countries. The lenient attitude in 
Israel about rudeness, and the poorly developed service concept, may allow 
cashiers greater freedom in their struggle for control than might be evident 
elsewhere. Nonetheless, the present study offers a point of departure for 
further research and theory development on service employees and service 
encounters. 

Finally, the qualitative nature of the present study offers a rich and deep 
picture of the nature of interactions between clerks and customers in one 
setting. Such investigations are useful for theory building (Glaser & Strauss, 
1967; Mintzberg, 1979). However, more qualitative and quantitative data on 
supermarkets and on other service settings are essential before researchers 
will really understand service encounters. 
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APPENDIX 


Semistructured Interview with Cashiers 


How long have you been working as a cashier? At this store? 

How did you get to be a cashier? 

Who do you talk to while at work? About what? Why? 

Do you know the other cashiers who work with you? What can you tell me about them? 

Do you meet other cashiers or other employees after work? Why? 

Which customers do you like most? Why? How do you deal with them? 

Which customers do you like least? Why? How do you deal with them? 

Can you describe to me an interaction with an “especially good customer?” 

Can you describe to me an interaction with an “especially bad customer?” 

How did you learn how to do your job? How to deal with customers? 

How would you react to the following situations? 

1. Customer who said to cashier: "How can you wear three earrings on one ear. That 
ig ridiculous.” 

2. Customer who said to cashier, "Will you stop talking and start working! You're 
wasting everyone's time." 


What else do you have to tell me about the job? About your manager? About the other 
' cashiers? About customers? About anything else? 


Semistructured Interview with Customers 


How long have you been shopping at this store? 

Why do you shop here? Do you enjoy it? Why? 

Do you feel you know any of the cashiers? Do you like them? 

What are your perceptions of the cashiers? What do you think about the way they work? 
What would you like to see different in the way they work? 

Can you recall specific examples where you felt especially content about a cashier's work? 
Can you recall specific examples where you were especially annoyed with a cashier? 
Would you like to tell me anything else about cashiers or about the store? 

How old are you? 


Basic Rules of Cashier Behavior*” (“The Ten Commandments") 


1. Each cashier should wear a smock and a name tag while at work. 

2. It is forbidden while at work to hold by the cash register and/or on the body— 
money, a wallet, or a personal handbag. 

3. It is forbidden to have merchandise in the area of the cash registers and/or to eat 
and/or drink and/or to smoke and/or to chew gum while on the job. 

4. Upon receiving money from a customer, and after giving out change, it is man- 
datory to immediately put the money or the checks that were received into the 
register drawer. It is forbidden to receive money from a client before the price of 
the merchandise has been entered into the register. 

IT IS DEFINITELY PROHIBITED to work while the register drawer is open. 

5. It is mandatory to ask every person and an employee while he is a customer to 
display the merchandise he purchased on the table for payment. 

6. It 1s forbidden to let a relative pay for merchandise that he purchased at the 


eet th, 


377^ In'trarislating this set of instructions from Hebrew into English, I kept the style as close to 
the original.as possible. Thus, problems of clarity or style reflect the originally convoluted 
presentation of the various rules. 
. P Ag Hebrew is a gender-specific language, these rules are all phrased as addressing only 
woman cashiers. 
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register that you are working. Family members will pay for their purchases at a 
register where the cashier is not a relative. 


. In the case of an error or a return you write a PAY OUT slip (withdraw from the 


register). The merchandise and the sales slip on which the returned sum appears 
should be immediately shown to the head cashier and/or the assistant manager 
and/or the manager in order to get their signed approval. 

At the registers where the VOID operates the note should be attached to the PAY 
OUT slip. 


. PERSONAL SHOPPING IS DONE ONLY AFTER YOU HAVE FINISHED WORK- 


ING. 


. It is strictly forbidden for the cashiers to enter their own merchandise. 
. (a) Keeping the area clean is the cashier's responsibility. 


(b) Also, when leaving the register for a break or at the end of your work you 
should remove the key from the register and lock the path (to your register) 
with a chain. 


Anat Rafaeli earned her Ph.D. degree in industrial and organizational psychology at the 
Ohio State University. She is an assistant professor in organizational behavior at the 
Graduate School of Business Administration in the Hebrew University of Jerusalem. 
Her research interests include the unique dynamics of customer service roles and the 
expression of emotion as part of work roles. 
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MARKING TIME: PREDICTABLE TRANSITIONS 
IN TASK GROUPS 


CONNIE J. G. GERSICK 
University of California, Los Angeles 


A new model of group development suggests that groups' attention to 
time and pacing is an important catalyst of their progress through cre- 
ative projects. In this laboratory study, groups were videotaped as they 
produced creative products and then interviewed about replays of se- 
lected portions of the tapes. Participants' efforts to pace themselves 
were explored in depth, with special focus on a key feature of the 
model, a major transition in groups' approach toward their work at the 
midpoint of their allotted time. The appropriateness of laboratory sim- 
ulation for studying midpoint transitions was also assessed. The labo- 
ratory results mirrored and extended the field-based model; they 
showed how groups make deliberate attentional shifts at their temporal 
midpoints, what differences exist between pacing patterns in the first 
and second halves of groups’ life spans, and what happens when tran- 
sitions fail. Implications are drawn for theory, practice, and research. 


Organizations often rely on small groups when they need an innovation 
by a deadline. Managers appoint time-limited task forces and committees to 
deal with novel problems. Businesses designate time-limited project groups 
to invent new products. Consultants set up time-limited retreats for top- 
executive teams to design new strategies. How do such groups manage—or 
fail—to produce unpredictable outcomes within preset schedules? Answer- 
ing that question requires understanding (1) how groups progress through 
creative tasks and (2) how groups pace themselves, or fit work into time. 

Although there are important literatures bearing on each of those two 
points separately, almost no research has considered the integrative question 
of how groups pace themselves through creative work. However, my recent 
field study of the complete life cycles of special project groups (Gersick, 
1988) did explore how tears finished creative products by their deadlines. 
The study proposed a new model of group development——the path a group 
takes over its life span toward the accomplishment of its main tasks— that 
includes the mechanisms and timing of change. It suggested; furthermore, 
that there are strong, heretofore unrecognized connections between groups’ . 


I am grateful to Kelin Gersick, Richard Hackman, Barbara Lawrence, Daniel Levinson;* 
Leslie Ray, and two anonymous reviewers for their helpful comments on earlier drafts of this 
paper and to Michael Patton, Leslie Ray, and several M.B.A. student participants for their 
assistance in carrying out the research. This project was supported by a grant from the Research 
Committee of the University of California, Los Angeles, Academic Senate. 
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pacing efforts and their creative work progress: specifically, that the former 
can catalyze the latter. 

This article discusses a study conducted to follow up on my original 
‘research by exploring the cognitive and behavioral links between pacing and 
development. A laboratory simulation was designed to permit both close 
observation of groups working and close questioning of participants on how 
they thought about their work. Using this previously untried design with the 
field-based model dictated a second purpose for the study: to assess the 
suitability of laboratory simulation as a research tool for the phenomena of 
interest. 


PREVIOUS RESEARCH 


For groups with creative assignments and the responsibility to invent 
their own work processes, pace is a complex manifestation of group mem- 
bers’ speed in managing their own interaction and their interaction with 
outside stakeholders, solving problems, and discovering and developing 
new ideas. Understanding what such groups do to accomplish those ends by 
a deadline overlaps importantly with understanding what they do to create 
a product at all. 

One source of information about these issues is the nascent body of 
empirical research on the effects of time limits on problem-solving groups. 
Studies have shown that groups adjust both their rate of work (McGrath & 
Kelly, 1986) and their style of interaction (Frye & Stritch, 1964; Hermann, 
1972; Hoffman & O’Day, 1979; Isenberg, 1981; Pruitt & Drews, 1969) in 
response to time constraints. For example, McGrath and Kelly found that 
“the shorter the time limit on [an initial] work period, the higher the rate" at 
which groups studied in a laboratory solved anagrams (1986: 98). Groups 
given more time in their first trials not only worked more slowly but showed 
more attention to interpersonal matters in their interaction patterns (Mc- 
Grath, forthcoming). Isenberg (1981) found similarly that groups solving a 
set of memory-related problems both communicated at a faster rate and used 
more autocratic decision-making processes under high time pressure than 
they did when time pressure was low. Those findings were based on labo- 
ratory groups with sets of similar problems to do in time periods of 3 to 20 
minutes. Do the findings extend to groups working through larger, more 
complex projects? i 

The literature on group problem solving, or decision development in 
small groups, should help answer that question. However, although such 
research has done much to identify the activities groups use to solve prob- 
lems, it has not attended to pacing. Based on a paradigm of development as 
an unvarying sequence of stages or activities (Poole, 1983a),* it has tradi- 


* Poole (1983a,b) showed that groups in fact develop in multiple sequences; however, 
single-sequence models continue to be presented in management texts as factual representa- 
tions of group development (e.g., Hellriegel, Slocum, & Woodman, 1986; Szilagy & Wallace, 
1987; Tosi, Rizzo, & Carroll, 1986). 
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tionally concentrated on discovering the content and order of those stages. 
Bales and Strodtbeck’s (1951) model, “orientation, evaluation, control," is 
both classic and indicative. It is implicit in the sequential paradigm that a 
group advances to a given stage only, and whenever, it completes the prior 
stage. Perhaps naturally, then, researchers working in this tradition have not 
investigated the timing or mechanics of how a group moves from one stage 
to the next, as several previous authors have noted (Hare, 1976; McGrath, 
1986; Poole, 1983b; Tuckman, 1965), or how groups fit stages into time 


Background: The Field Study 


The point of departure for this research was a field study of how task 
forces— naturally occurring teams brought together specifically to do special 
projects in limited time periods— actually got work done. I observed eight 
groups from six different organizations from the start to the finish of their 
projects. The organizations included a bank, a hospital, a community fund- 
raising group, a psychiatric treatment center, and two universities. Complete 
transcripts of groups' meetings and interviews with the members of four 
groups were analyzed inductively to derive a model of group development. 

The findings (Gersick, 1988) showed that teams did not develop in a 
universal sequence of activities or stages, as traditional models have pre- 
dicted. Groups' histories varied considerably. However, even though groups' 
projects ranged from several days to several months in duration, there were 
striking similarities in the times that groups formed, maintained, and 
changed their approaches toward their work. Every group exhibited a dis- 
tinctive approach to its task as soon as it commenced and stayed with that 
approach through a period of inertia,” which I called phase 1, that lasted 
until precisely halfway through the group's allotted duration. Every group 
then underwent what I called a transition. In a concentrated burst of activity, 
groups dropped old patterns, reengaged with their outside supervisors, 
adopted new perspectives on their work, and made dramatic progress. The 
events that occurred during those transitions shaped, for every group, a new 
approach to its task. Those new approaches carried groups through a second 
major phase of inertial activity, called phase 2, as they executed plans cre- 
ated at their transition. Groups made one last shift in their behavior patterns 
just before their deadlines, when they launched into a final burst of activity 
to finish their work. I called this last phase completion. 

The findings of the field study seemed to call for a different paradigm of 
development, not simply a different stage model. The difference between the 
temporally defined phases that emerged and the traditional activity-defined 
stages is somewhat analogous to the difference between seeing the structure 
of football as a set of time-based quarters (phases) with wide variation in the 


? This article uses the dictionary definition of inertia as the tendency of a body to remain 
in a condition: if standing still, to remain so; if moving, to keep moving on the same course. 
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sequence of plays across games and seeing it as a sequence of different styles 
of play (stages) that are the same for every game. 

Moreover, the linear, additive, building block model of traditional 
group-development theory was not a good description of the data. The data 
from my field study suggested that groups’ progress was less a succession of 
stages than a punctuated equilibrium (Eldrege & Gould, 1972), or an alter- 
nation of inertial movement and radical change. Groups established percep- 
tual and behavior patterns suddenly and worked within those patterns for 
relatively long periods. They moved ahead by virtue of concentrated bursts 
of revolutionary change in those patterns. Groups’ histories were so varied 
that progress could not be interpreted as the accomplishment of enough 
results in one stage to proceed to the next. Instead, the consistent timing of 
the transition and members’ comments in meetings and interviews sug- 
gested that major progress occurred when and because members felt partic- 
ularly strongly that it was time to move ahead. 

The most striking single feature of the proposed model, and possibly the 
most critical for understanding the developmental dynamics of creative in- 
vention in groups, is the midpoint transition. In each group, the transition 
was the moment when group members made fundamental changes in their 
conceptualization of their own work. They pulled in new ideas and reframed 
their accrued experience in ways that enabled them to jump forward. Groups 
did not make such basic changes in their overall direction either before or 
after these key moments. To the extent that invention means seeing things in 
a new way, transitions may be at the heart of the invention process. 


The Current Study 


The punctuated equilibrium model describes some specific earmarks of 
the transition from phase 1 to phase 2 and specifically proposes that group 
members' attention to time is the trigger for that transition. The premise of 
this study was that if group projects could be effectively simulated in a 
laboratory setting, those earmark events should be as identifiable as they 
were in the field. By videotaping meetings and replaying those key events 
(among others) for the groups, participants could be asked to observe their 
own specific behaviors and to discuss their own understanding of what 
those behaviors meant, independent of researcher conjecture. Data from 
meetings and interviews could then be combined to refine and enrich the 
model of group development and to explore some questions about it through 
grounded theory (Glaser & Strauss, 1967). 

The laboratory process, in which interviews immediately followed 
brief, videotaped group meetings, was expected to allow participants to re- 
call substantially more about their perceptions and intentions than they 
could in the field, where projects lasted much longer and interviews were 
postponed until after meeting observations were complete, to minimize in- 
trusiveness. However, it was not clear whether patterns observed in natu- 
rally occurring teams could also arise under artificial conditions and dras- 
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tically shorter time limits. As McGrath (1987) pointed out, we currently have 
no theory of how laboratory time translates to real-world time. An important 
issue for the study, then, was to see if the field-observed patterns appeared 
at all or appeared in distorted form. 

The current study addressed three research questions. The first was if 
transitions occurred, and if they did, how they worked. Transcript excerpts 
of meeting behavior itself, alongside members’ interpretations of their own 
actions, are used both to show the extent to which transitions occurred in 
these laboratory groups and to illustrate precisely why and how groups 
made transitional changes. 

The second question addressed how groups paced themselves through- 
out their lifespans and what was special about their temporal midpoints. 
Given the proposed critical role of time in transitions, it-is important to 
understand the temporal context in which groups place their midpoint. Is 
the special energy associated with it a localized effect, like a reaction to an 
alarm clock, that can be evoked any time someone inside or outside a group 
sets off a similar alarm? Or is a midpoint’s effect more context-dependent, 
part of a larger pattern of groups’ feelings about how they will use their entire 
time span? 

The third research question was what happened when the midpoint of 
a group’s allotted time passed without the team’s completing a minimally 
successful transition by closing its phase 1 agenda and agreeing on a new 
basis for phase 2 work. The proposed model suggests that a transition pro- 
vides a chance for teams to take fresh approaches to their projects by inter- 
rupting the inertial movement of phase 1. However, if a group's reaction to 
time, not the completion of a certain amount of work, triggers transition, the 
moment will arrive whether or not members are ready to make good use of 
it. The transition period is an opportunity for change, not a change in and of 
itself. A team may experience the transition period without being able to 
change itself successfully or well. 

In the field study, none of the teams altered their fundamental ap- 
proaches after the midpoint transition, and problems left unresolved (or 
resolved in a dysfunctional way) at transitions persisted throughout phase 2. 
The midpoint opportunity appears to be fleeting. It is important to explore 
what happens in teams that do not progress at their midpoints, since the 
concept of a temporally determined, time-limited chance for major change is 
so different from the traditional idea that teams progress gradually as they 
finish the work of each stage. 


METHODS 


Data Sources 


This study was initiated not simply to see whether certain phenomena 
occurred but also to investigate why and how they occurred. Thorough, 
in-depth analysis of a small number of teams was therefore chosen over a 
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large-sample approach. I studied eight groups of M.B.A. students (six groups 
of three and two groups of four) between December 1985 and May 1986. 
Subjects were solicited through classroom visits, where the research was 
explained as a study of how groups get work done. Session dates were, set in 
advance, and a research assistant composed the groups by telephoning vol- 
unteers until he found enough who could come for each session. This pro- 
cess yielded groups of people with varying degrees of acquaintanceship with 
one another, as might normally occur in a work organization. Volunteers 
knew they would be paid five dollars per hour for participating. 


The Simulation 


The laboratory sessions were set in a small conference room, with a 
clock in the middle of one end wall. The clock was already there, so it was 
not a conspicuous addition to the room. A video camera was set up against 
the wall opposite the clock and linked to a remote television monitor in the 
adjoining room. Subjects were requested to arrive on the hour. Once all had 
arrived, they were given a set of materials about their task and told they 
would have 15 or 20 minutes to peruse the materials, after which I would 
convene them for a one-hour meeting to do the task. They were asked not to 
converse until their meeting was convened. 

The materials the subjects received were designed to simulate a real 
organizational project group in the following respects: The open-ended, cre- 
ative task required them to construct a concrete product. The subjects had an 
external client for their product and some information about the client’s 
preferences. They had internal organizational supervisors with whom they 
could initiate communication. They had a finite but negotiable pool of re- 
sources to use and some requirements to meet. 

A written task assignment informed them that they were to assume the 
role of professional advertising writers at a major urban radio station and 
that their assignment was to come up with the pilot commercial for a pro- 
spective client, a well-known airline company. They would have one hour to 
meet and create a 60-second commercial; no written product was required, 
but at the end of the hour, a technician would tape them acting out their ad. 
They were told that several groups would be doing commercials and that the 
group whose product was judged to be the best according to the client's 
criteria would receive a bonus of ten dollars per member. The performance 
and competition were intended to belp motivate the students to finish on 
time and to attend to the requirements and evaluation criteria, given the 
artificiality of the situation. 

Each team's materials included a folder of information about the client, 
a description of requirements and resources, a list of the costs of a recording 
session, a statement about how much the ad could cost, and the client's 
criteria for evaluating the ad. Each group received an audio tape player, four 
different music tapes, and two sound effects tapes. The budget allowed a 
group to use only one of the music tapes. Finally, each group had a telephone 
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and the numbers of two “vice presidents." They could call one if they 
wanted to argue for a budget increase; they could call the other for advice 
about the client’s probable response to their ideas. A research assistant 
played the role of the vice presidents. 

After subjects had reviewed the material, I repeated their instructions 
and gave them a chance to ask questions. They were asked to sit at the end 
of the table facing the camera; they had to turn if they wanted to see the wall 
clock. Groups were timed so that meetings could start on a half hour. 

Meetings were videotaped while I watched on the remote monitor. As 
each meeting progressed, I made a handwritten transcript and marked the 
elapsed time and the videotape counter-number in the margin. As I went 
along, I starred segments I might want to replay for a group. Segments to be 
replayed were not chosen mechanically or randomly but were selected for 
their potential to illuminate times, group members’ thought processes, and 
events of theoretical importance. 

The model identifies the very beginning and the midpoint of groups’ 
lives as times when groups respectively form and change basic patterns, so 
I starred those moments. The model postulates that groups’ attention to time 
catalyzes transitions, so moments when members remarked on the time were 
starred. Since the model proposes that groups make their most significant 
progress in a concentrated, midpoint burst, I starred moments when the 
group members strongly urged each other to get moving or appeared to take 
an especially significant step forward. Finally, the model suggests that 
groups are particularly receptive to contact with external supervisors at the 
midpoint and that such contact importantly influences their transitions. 
Therefore, I starred moments when teams telephoned, or discussed tele- 
phoning, a vice president. 

When one hour had elapsed, a research assistant entered the conference 
room and recorded the group’s ad on audio tape. He then rewound the 
videotape. During that time, I selected the starred portions of the written 
transcripts that appeared most informative or most relevant to the group’s 
progress in light of my overview of the whole meeting. To avoid attributing 
unwarranted importance to the midpoint, I always selected segments from 
within the first and second halves of each group’s life span, in addition to 
segments from the beginning and middle of each hour. The number of seg- 
ments that could be played for each group varied somewhat because of 
variation in how much group members had to say. 

After selecting segments, I entered the room and explained to group 
members that I was interested in knowing what they were thinking at dif- 
ferent times during their meeting, noting that there were no right or wrong 
answers. I began by asking them what they were thinking immediately be- 
fore the meeting started. No videotape was played at that time. Next, I played 
five or six one-to-two minute segments of videotape and asked open-ended 
questions after each segment, following Ericsson and Simon’s (1984) sug- 
gestions for protocol analysis. The first question for every segment was 
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“What were you thinking then?" The last was "Can you recall anything else 
from that segment?” Somewhat more specific questions were also asked, to 
clarify and probe what participants said (e.g., "Why did you say [X]?”). 

Group members were interviewed together. Doing so undoubtedly pre- 
vented some participants from speaking freely about some issues, but it 
elicited a wider range of comments than individual interviews would have, 
as people reacted to their teammates’ views. It also meant that people did not 
have to wait to be interviewed, thereby insuring immediacy and providing 
more time to view and discuss the tape.? Interviews were audio taped. 

Written transcripts were made of each group’s videotape and interview 
tape. Although I generally did not record nonverbal behavior, transcripts 
included notations to show when team members looked at the clock and 
when they took physical actions related to work, such as taking out paper 
and pen, picking up or using the music tapes and tape player, using the 
telephone, or taking out their folders of informational materials. 


Analysis 


Data reduction. As Miles and Huberman (1984: 21) pointed out, the first 
step in qualitative analysis is reducing the data into a manageable form. Data 
reduction aimed (1) to produce a literal condensation of each group's meet- 
ing both compact and informative enough to work with and (2) to require a 
very thorough reading of transcripts, so information inconsistent with the 
original model could not easily be overlooked. 

In reducing the data, I did not follow the approach, taken in many 
quantitative studies, of placing every statement group members made into a 
category and then deriving frequencies. Instead, my strategy was to construct 
a concise, qualitative map of each meeting. The map consisted of a detailed 
synopsis of a group's discussion on the right half of each page, with code 
letters on the left half of the page denoting every spot in the meeting where 
certain types of statements occurred. The codes could be used, for example, 
to locate every comment a team made about time and pacing, and then the 
synopsis could be used to see exactly what was said, in what context, and 
how teammates responded. 

Condensation of groups' discussions. For every team, two initial meet- 
ing maps were created independently, one by me and one by a research 
assistant. The research assistant knew the general outline and purpose of the 
study but had not observed any of the group meetings or interviews or read 
the interview transcripts. Every turn each group member took to speak was 
numbered, for cross-referencing of maps and transcripts. Members' ex- 
changes were then abstracted, a few statements at a time, into detailed sum- 
maries of each topic of the meeting. For example “22—65: Z and T report 
ideas they had while reading information materials" indicates that in state- 


3 On an initial trial run, both individual and group interviews were conducted; the group 
interviews were more productive. 
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ments 22 to 65, members Zoe and Teri* sustained a conversation on the topic 
described before moving to a new topic. Each summary headed a qualitative 
segment of a meeting map. 

A category system was developed to identify several types of statements 
to select from the transcript and record—either verbatim or condensed— 
under the summary headings. The code letters placed in the left margin of 
the map showed the location of each such statement. Categories were not 
exhaustive or mutually exclusive. People often tried to accomplish several 
purposes in the same speaking turn, so many statements were multiply 
coded. 

Since groups’ deliberate efforts to move ahead correspond imperfectly 
with the actual creation of their products, I used two broad classes of cate- 
gories. The first showed actions group members took to manage the work 
process. Action statements indicated members’ attempts to shape their 
group’s progress on its work. There were three types of action statements: In 
process comments, members made suggestions about how their group 
should proceed with the work. Process comments were coded with a P. 

In time-pacing comments, members might mention time directly, by 
noting what time it was, or how much time had elapsed or was left, or 
members might try to pace their group by saying when something should be 
done in reference to the group's allotted time (e.g., “toward the end; before 
too long’’), to how long an action would take, or to finishing on time. Such 
statements contrast to references to when something should be done accord- 
ing to a logical sequence of subtasks. Time-pacing comments were coded T. 

In resources-requirements comments, group members drew attention to 
their group’s resources, requirements, or criteria for the task or explicitly 
tried to shape the product in accordance with the group’s resources or re- 
quirements. Resources-requirements comments were coded R. 

There were two types of query comments. The first, coded Q, repre- 
sented a participant’s telephone call to one of the vice presidents. The sec- 
ond, coded q, coded mentions of telephoning with no call made. 

The second class of categories traced contributions to the final product. 
Using a transcript of the recording of each commercial as a guide, we coded - 
the first appearance of ideas found in the finished product. We could then 
tell when groups were producing usable materials, whether or not they knew 
they were doing so, when groups’ efforts were directly fruitful, when groups 
created basic formats to organize ideas, as opposed to scattered details, and 
when groups were working on different aspects of their products. Coding for 
statements that contributed to the final product was as follows. 

In content statements, group members mentioned selling points to be 
pushed in the ad or gave ideas for content themes or story lines, the content 
of dialogue, or information to be presented. Content statements were coded 
#c. Detail statements, coded #d, concerned small modifications or fine 


* All names that appear in this article are pseudonyms. 
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points of ad content. Format statements, coded #f, expressed ideas for the 
basic format of the ad, the vehicle through which the information would be 
conveyed. Procedure statements, coded #p, gave ideas about the process of 
acting out the ad and about who would do what for the recording session. 

Table 1 shows examples of the coded statements and excerpts from 
meeting maps. 

After creating the initial maps, the research assistant and I met to com- 
pare results. We discussed discrepancies until agreement could be reached, 
referring to the original videotapes if necessary. Cases of unresolved dis- 
agreement were noted. This process produced a final map of each meeting. 

As a measure of interrater agreement on the initial, uncorrected meeting 
maps, reliabilities were calculated for each type of action statement coded. 
On the basis of Rosenthal's (1987) suggestion for handling dummy variables, 
phi was calculated for each pair of maps and the results averaged. The mean 
interrater reliability for time-pacing comments was .85 for the eight groups 
(range = .70—1.00).5 

Data display and further analysis. The next steps of qualitative analysis 
are to select and display parts of the reduced data so research questions can 
be answered (Miles & Huberman, 1984). Again working independently, the 
research assistant and I used the corrected meeting maps to assess pacing 
and transition processes. 

To gain an overview of team pacing, the interview transcripts were 
searched for all members' comments about their awareness of time and pac- 
ing. Time comments from the meeting transcripts were isolated and all avail- 
able interview comments about them were displayed below the meeting 
excerpts. 

The last task of the data analysis was to gauge the extent to which each 
group experienced a transition and to display any interview comments that 
illuminated the transition process. The first step in this task was to see if 
meetings broke into major segments, or periods within which activities were 
similar. We then determined whether transitions occurred by searching 
each team's data to see if the following configuration of events, identified as 
indicating transitions in the field study, occurred within a single ten min- 


5 Mean interrater reliabilities for other statements coded were .83 for Q and q comments 
(.95 if one group with only one q comment and zero reliability is excluded); .73 for P comments; 
and .70 for R comments. 

D We used several kinds of data to see if meetings broke into segments. The qualitative 
summaries of members’ exchanges were isolated and scanned to see if a group's miniconver- 
sations could be grouped into larger chunks, such as “generating raw materials to present in the 
ad" or "writing and developing a script." Coded contributions to the final product were simi- 
larly isolated and, if possible, grouped; we might note, for instance, that all main elements of ad 
content (items coded £c) were mentioned by X minutes elapsed time, and only minor details 
and procedures (items coded #d and #p) were added after X minutes. Next, the process state- 
ments (items coded P) were used, along with the meeting segments, to pinpoint any moments 
when groups made major steps forward in their work, such as consolidating agreement on main 
selling points or beginning work on the concept for the ad's script. 
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TABLE 1 


Examples of Coded Statements and Meeting Maps" 





a) Coded Statements 


Type of 
Statement 
Action 
statements 


Contributions 
to the final 
product 


Letter 
Code 


P 


^ Ze 


#d 


#p 


Type of 
Comment 


Process 


Time-pacing 


Resources- 
requirements 


Content 


Detail 


Format 


Procedure 


Examples 

Why don't we just toss out some ideas that 
we could get into the commercial. 

Well, do you want to play a tape and see 
what kind of mood we come up with? 

It seems to me that in the limited time we 
have (looks at clock), what we might want 
to do is... 

We still have 32 minutes. 

I was thinking, kind of shoot for 8:00 and 
sort of get— get the concept. 

That's $200 per thing, so we basically have 
the choice of one. 

Let's take one more look over these three 
(reads client criteria; all check folders). 

A rich movie star get[s] into a car... 
chauffeur says “What terminal, sir?" 

You want to push both [budget and first 
class]. : 

Should the brakes slam or not? ... They 
should. 

Say “Including Europe, Hawaii—" 

What if we had a conversation between two 
people .../ You can have two different 
points of view, the budget point of view 
and the— 

I'll do the second person. 

Can anyone do that noise? "'eerrrrr?" / You're 
hired. 





b) Excerpts fram Two Meeting Maps” 


61—91: Discussion of using music and sound effects 
R 61 D: We have to tailor it toward the L.A. market, so I was thinking it should be 


#c Beach Boys type music, as opposed to Mozart. 
62—64: C & K agree it shouldn't be Mozart; you use music to make a point. 
sc 87 D: It's nice to have classy music to... establish an image, but that's not really 


the point. The point is they're setting up a hub and they want you to fly it. 


530—549: Getting ready and assigning tasks for trial run 
P 530 M: Why don't you set up the music? 
#p 532—548: Who and when to do “swoosh”; J will swoosh and will time it. 


R 541 J: It's 50 bucks there (for sound effect). 


* Slashes divide sequential statements by different team members. Dashes indicate pauses Ki A 


or breaks in speech. 
> Numbers indicate the sequence of statements. 
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utes of meeting time: (1) a time-pacing comment, (2) a clear effort to con- 
clude or drop phase 1 activity, and (3) a clear effort to take a major step ahead 
with the work. We also checked the timing of such configurations of events 
to see if transitions occurred at the midpoint or at some other time in each 
meeting. Since contact between teams and external stakeholders, usually 
supervisors, played important roles in the field teams' transitions, we 
checked the maps to see if members moved to telephone a vice president or : 
referred to the group's requirements or resources during a transition. Finally, 
the data were consulted to see whether, in fact, there was a jump ahead in 


.task progress during transitions; however, achieved progress was considered 


a measure of the success of a transition, not an indicator of whether or not 
one occurred. "ts 

Relevant excerpts from meeting transcripts, interview transcripts, and 
data displays were used to document the results of every search. After the 
research assistant and I had analyzed each group independently, we dis- 
cussed and reconciled discrepancies. 


RESULTS 


The results of the study will be presented in three parts corresponding 
to the research questions identified in the introductory section. The entire 
data set was used for all the research questions; however, in order to report 
every group's transition with both depth and economy, I have divided.the 
transcript data among the three parts." 

The first part of this section examines meeting and interview transcripts 
from four groups to illustrate the extent to which laboratory transitions can 
mimic those observed in the field. At the same time, these data are analyzed 
to suggest how the transitional jump in progress works. The second part 
examines the overall patterns of time-pacing comments from all eight 
groups' meetings, to explore how groups pace themselves. It then presents 
data from a different subset of four groups in which off-schedule attempts to 
spark transitions occurred, to probe the special role of the temporal mid- 
point. In the third part, the one group in the study that experienced serious 
problems with its work is examined for the lessons it offers about what 
happens when the midpoint passes without a team's completing a successful 
transition. 

Transitions in the Laboratory 


Did midpoint transitions occur in this laboratory setting? If they did, 
how did they work? A key hypothesis generated by the field study was that 
groups take the major steps in their work suddenly, when and because mem- 


? The one group that did not finish its task provides unique data about a problematic 
transition and is therefore presented in the third part of the Results section. Four groups that 
included members who made off-schedule attempts to precipitate transitions are presented in 
the second part, since they offer some unique data about the timing of transitions. I chose the 
three remaining groups, along with one from the second part, to present in the first part. 


286 Academy of Management Journal June 


bers feel it is time to do so, not gradually, as they complete a prerequisite 
amount of work. All eight groups studied exhibited such time-linked tran- 
sitions, displaying explicit attention to time, accompanied by efforts to con- 
clude an initial phase of the work and efforts to shift ahead. In six of the 
groups, transitions occurred at the midpoint of the groups’ allotted time. In 
group 5, where one member's watch was slow and another overestimated the 
time limit, the transition was slightly late, and in group 8, it was early. 
Groups’ behavior with regard to outside requirements and resources was less 
similar to the field results than was behavior regarding transitions. The four 
teams whose meeting and interview transcripts are excerpted in this sub- 
section provide succinct, representative illustrations of the mechanics of 
midpoint transitions and show some important variation in how the eight 
lab teams worked. 

Attention to time. In all eight groups, members made time-related com- 
ments at their midpoints, varying from a brief remark to a careful evaluation 
of the group’s time use (see Table 3). Table 2 shows details of those com- 
ments. The video dialogues in this table are from portions of group meetings 
that were played back for participants. The interview excerpts below them 
are members’ comments on the video segments. In group 3, for example, one 
member simply noted “we only have a half hour more," whereas group 2's 
members interrupted their work on the product to assess how they were 
“doing for time" and to plan how to pace their work over the remaining half 
hour. In groups 1 and 4, members voiced more overt concerns about finish- 
ing on time: “Once it passes the halfway point, that's when the panic sets in” 
(1v: 322).? “You know, if we had three or four hours .. . that's one of the 
things we've got to think about here" (4v: 255). 

This midpoint attention to time is interesting per se, but the important 
theoretical question is whether or not it affected the development of groups' 
work. Table 2 documents members' explicit midpoint decisions that they 
should shift gears because of the time. When asked “(Is there] anything you 
can remember about that part of the tape?" Pat, in group 1 (1i: 135—139), 
described thinking that because it was “the halfway point ... we did... 
have to get down to business now." In group 2, Dan and Nick stated point- 
blank that "it was time to move on with the task" (2i: 99; 100) and Karl 
explained how he judged that it was "important to start writing" so the 
group would have time to make changes later. 

Other comments offer similar evidence and suggest further that time 
overrides considerations about the amount of work that's been done as a 
stimulus to move ahead. In group 3 (3i: 92), Rob noted that even though, in 
task terms, he felt they didn't “have enough written down" yet to move 
forward, he still thought “we better get something done on this thing, and go 
with it." Finally, Ben's statement (4i: 106) in group 4 shows his assessment 


* [n the notation “1y: 322,” 1 identifies the group, “v” indicates the quote is from the video 
transcript, and 322 is the statement's number in the original transcript; in other notations, “i” 
means a quote is from an interview transcript. : 
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TABLE 2 


Time-linked Efforts to Move Ahead at the Midpoint in Four Groups 





Description 

Group of Excerpt 
1 Meeting 

videotape, 


30 minutes 
elapsed 


1 Group 
interview 


31 minutes 
elapsed 


2 Group 
interview 


Statements" 


316 May: Do we care that they carry Columbian coffee instead of 
instant? 

319 May: Alright, I think we're running out of time. 

320 Jon: (looks at clock) We have 28 minutes. 

322 Pat: Uh oh. Once it passes the halfway-point, that's when the 
panic sets in. - 

326 May: OK so we've got this music playing and we're going to 
open with the business scenario of high pressure, fast pace. 

327 May: So what's our opening line? 

328 Pat: Something like (suggests line). 

333 Jon: I don't know ... This is supposed to be creative... and 
probably we're not doing it. (Talks at length; outlines whole ad, 
including format, music, sound effects.) 

135—139 Pat: I remember thinking ... it was now, indeed, the 
halfway point. ... There was no question in my mind that we 
were going to get it done. But I was recognizing your concern 
... that you were—watching the clock and that... we did... 
have to get down to business now. 

140 May: When I [mentioned the coffee] I was trying to raise 
issues so we could say “no, that isn't important, let's get on 
with more important issues’—like trying to stimulate some 
kind of—coming to a conclusion. ... 

144 May: I was anxious to get something down on paper in the 
form of a script. And I liked the fact that he bad an idea and we 
were going with it. 

147 Pat: Jon was wrapping up and providing a condensed version, 
basically, of our last 20 minutes and what we wanted to do, 
with some of his own viewpoints and interpretations. 

321 Nick: How are we doing for time? (All look at clock; it is 
exactly half past.) l 

323 Karl: We're doing OK. We have till what—9:00? 

325 Karl: I'm just watching the time, we're doing OK. 

326 Nick: I think we should keep a 10-minute margin. But we 
should be through by [8:50]. There'll be lots of copy and we'll 
have a— 

327 Clark: Practice. Yeah. We've got to hit (summarizes 3 issues to 
cover). 

357 Dan: We can start putting this all together. We have (describes 
how commercial would be). 

97 Clark: I thought we should start writing then. We knew the 
points we were going to put in, so let’s start... At that point, it 
seemed like we had a lot of time— 

99 Dan: ... It was time to move on with the task. ... And Clark 
was— sort of summarizing and re-focusing us to continue to 
move ahead, and no longer formulate ideas, but transform it 
into the ad. 

100 Nick: I thought it was time to get moving and just get it writ- 
ten. Whether we get it right or not, we want to get it written. 

102 Karl: I was obviously concerned about the time. ... I knew 
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TABLE 2 (continued) 





3 Meeting 
‘videotape, 
28 minutes 
elapsed 


30 minutes 
elapsed 


3 Group 
interview 


4 Meeting 
videotape, 
30 minutes 
elapsed 


31 minutes 
elapsed 


4 Group 
interview 


Statements* 


we could make a ... change or leave something and then come 
back. So it seemed important to start writing. Starting thinking 
more about a script rather than just ideas. .. . 

256 Ann: OK, should we listen to some of this [music] or just —? 

257 Rob: (Suggests playing Beethoven tape.) 

258 Ann: Well, maybe that would class up the image. I mean we 
only have a half hour more (R looks at clock) but let's class up 
the image! 

264 Deb: How ’bout this?! As it goes “ba ba ba bum,” say 
“Brussels!” 

280—292 Ann: (Plays rock tape, ad libs to music, as in final 
product.) 

288 Deb: Oh! That was perfect! Right like you said that! 

78 Ann: We were really disjointed. And that gave us something 
real concrete ... if we can’t agree on the concepts, can’t agree 
on the text, if we don’t have a niche marketplace, let’s at least 
listen to the music. 

81 Deb: ... it was the first time we started to put on thinking caps 
as about not what we wanted to say, but how we wanted to say 
it, and it changed the direction of the conversation. From then 
on—from that point on, I started to get a clearer and clearer 
idea what I wanted this commercial to be. 

92 Rob: I started having a lot of fun as soon as P started playing 
the music .. . I also remember thinking . . . it's too soon to do 
that because we don't have enough written down about what 
the message would be... [but I thought] we better get 
something done on this thing, and go with it. 

206 Ben: We still have 32 minutes. [Want to] play one [tape] and 
see what kind of mood we come up with? 

207 Ian: (Suggests idea using Beethoven tape.) 

224 Ian: We're going to have to script this... . 

225 Ben: . . . alright, let's go. You know, if we had three or four 
hours, we [could try other things]—that's one of the things 
we've got to think about here. I like the Beethoven idea and 
being on a time constraint, I feel like, let's go with that idea and 
build from there. 

236 Ian: Or you know how we can do it? We can have a dialogue 
between two people? And have one guy say “Joe, I'd love to 
fly—" 7 

237 Ben: (joining in) “It’s just so expensive.” 

238 Ian: And he goes “Guess what? Da, da, da, da. People 
Express!” 

239 Ben: Oh, that could be great! 

61 Ian: (earlier in interview) I was ... wondering who was going 
to come up with the big concept of the commercial. ... Like my 
roommate ... comes up with the big idea and I throw all the 
jokes inside. ... And I could feel the shift at one point, where 
... our ideas were a lot more creative, whereas before they were 
just really analytical. 

100 Ben: This was ... the beginning stage of coming up with the 
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TABLE 2 (continued) 





Description , 
Group of Excerpt Statements" 


final product more so than the facts. We got the facts ... and 
we were in the state now where we were throwing out ideas. ... 
It was a real give and take ... the meat of the creative process. 

105 Fred: Well, I was watching my watch, that's why— 

108 Ben: That's what pulled it together is time. ... You always 
could make it a little bit better. ... But time pulls you ina 
sense of “well, that's one limitation we can't get around here." 
And so whatever you got, quit talking about it, just get it on 
there. 





* Initial numbers indicate the sequence of statements. 


that the group could have continued their current activity indefinitely but 
that they simply had to move forward, “Time pulls you... that's one lim- 
itation we can't get around here. And so whatever you got, quit talking about 
it, just get it on there." 

Efforts to conclude an initial phase of the work and shift ahead. The 
hypothesized model proposes that at the transition, groups are poised for a 
major turning point in their development. The field study suggested that, at 
the midpoint, groups stop the activity that has dominated the first half of 
their time and, if their transitions are successful, quickly move into a new, 
qualitatively different phase of work activity. 

Table 2 documents group members' discussion of their efforts to do that. 
In groups 1 and 2, members' remarks suggest that they brought an initial 
phase of activity to an abrupt close by summarizing it and then shifted their 
attention ahead to the next step in a deliberate fashion. In group 1's meeting, 
May made two consecutive statements, first summarizing the group's gen- 
eral idea of what the product would be like (1v: 326) and then immediately 
prodding the group to move on from there: “So what's our opening line?" 
May’s interview mirrors this pattern when she says she was trying to stim- 
ulate the group's “coming to a conclusion" (1i: 140), then adds that she was 
"anxious to get ... a script." Pat describes Jon’s long statement in the meet- 
ing as a "wrapping up... of our last 20 minutes and what we wanted to do” 
(1i: 147). 

In group 2, Clark summarized the issues the product should cover (2v: 
327) and, in the interview, Dan said Clark was “summarizing and refocusing 
us to continue to move ahead —and no longer formulate ideas, but transform 
it into the ad.” Dan's statement that “we can start putting this all together" 
(2v: 357) launched group 2 into the work of transforming “ideas into the ad” 
just 60 seconds after the group's midpoint. 

The transcripts for groups 3 and 4 also indicate that group members saw 
this part of the meeting as a turning point between two major work segments: 
*. . . it was the first time we started to [think] about not what we wanted to 
say but how we wanted to say it, and it changed the direction of the 
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conversation” (3i: 81). In group 4, Ben described the midpoint as ‘‘the be- 
ginning stage of coming up with the final product more so than the facts . . . 
the meat of the creative process" (4i: 100); Ian said he “could feel the shift 
at one point, where our ideas were a lot more creative, whereas before they 
were just really analytical" (4i: 61). 

Groups 3 and 4 were not as far along in their work as groups 1 and 2 
when they reached the midpoint, and the way they accomplished the jump 
ahead was somewhat different. For groups 1 and 2, the transition was a little 
like stamping "complete" on one subtask and turning to the in-basket for the 
next subtask. Groups 3 and 4 made the shift less tidily, but equally deliber- 
ately, by reaching out for a new source of inspiration— something to catalyze 
their progress. In these teams, the catalyst was the music tapes they had been 
given to work with: “. . . if we can’t agree on the concepts, can't agree on the 
text, if we don't have a niche marketplace, let's at least listen to the music” 
(3i: 78). "[Do you want to] play one and see what kind of mood we come up 
with?" (4v: 206). Groups 3 and 4 each came up with “the big concept of the 
commercial" (4i: 61) within two minutes of their midpoints (see 3v: 280— 
288 and 4v: 236—239). 

Agreement on a basis for the work. In the field study, the transition was 
a moment when successful groups agreed on some concrete plan or goal that 
formed the basis for moving forward with their projects. In doing so, they 
eliminated competing possibilities and gave themselves a platform from 
which to construct further work. There was evidence that the laboratory 
groups also did this. 

In groups 1 and 2, members' summary statements do more than bring an 
end to an initial phase of activity: they close off options ("and no longer 
formulate ideas” [2i: 99]) and provide a point of focus for the next step (“So 

`... We're going to open with the business scenario. . .” [1v: 326]). Comments 
from groups 3 and 4, who did not begin their transitions with summaries of 
the work they had done, show that they also wanted to zero in on a focused 
plan. Ann's comment (3i: 78) in group 3 indicated that she pulled out the 
music tapes specifically because she was looking for something “concrete” 
on which a ''disjointed" group could agree. Group 4 essentially pounced on 
one idea as soon as members came up with something appealing: “I like the 
Beethoven idea and being on a time constraint, I feel like, let's go with that 
idea and build from there” (4v: 225). 

Attention to outside stakeholders. The field study identified the mid- 
point as a time when teams were especially influenceable by and interested 
in contact with outside stakeholders. In some cases, midpoint contact 
helped teams make choices and move ahead, and often teams' midpoint ' 
matching of their product with outside requirements and resources was 
critical to project success. Four of the eight field teams had special midpoint 
meetings with outside stakeholders,? two initiated by the team, one by the 
supervisor, and one mutually initiated by the team and outside stakeholders. 


° One of the field team's meetings with an outside supervisor was announced at the mid- 
point and carried out just afterward. 
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In the laboratory study, several teams did check requirements and re- 
sources at the time of their transition, but requirements were more likely to 
enter teams’ discussións throughout their first half hours. Of the seven teams 
whose members raised the idea of calling their vice president, four teams 
made calls, about the same proportion that initiated direct contact in the 
field study. No calls were made during transitions, however. Almost all 
telephone activity occurred during the first 27 minutes of teams’ hours, in 
which seven of the eight calls and 12 of the 14 comments about calling 
occurred. Half of that activity occurred between 22 and 27 minutes elasped 
time (5 calls, 4 comments). 

The sharp drop in calls after the 27-minute point and the clustering of 
calls slightly before the midpoint are interesting indexes of differences in 
teams’ activities between phases 1 and 2. The calls made between the 22nd 
and 27th minutes may reflect teams’ running low on patience with phase 1 
materials. Furthermore, comments made after 21 minutes had passed dealt 
mainly with participants’ desire for information to help them make choices, 
whereas earlier phone calls and comments about phone calls more often 
dealt with the clarification of facts.1° The laboratory teams were therefore 
somewhat similar to the field teams that regarded supervisors as potential 
sources of fresh input to catalyze their decision making. But the lab groups 
showed virtually no concern about their supervisors’ evaluation of them and 
few expectations that they would get help over the telephone, beyond such 
simple assistance as a description of the radio audience. In those respects, 
the lab groups were very different from the field groups. 

In summary, the evidence from these experimental groups suggests that 
it is possible to observe the central features of a transition in a laboratory. 
Groups did make sudden, time-linked shifts in their work at the midpoint of 
their lifespans. Members’ comments suggest that they chose halfway as a 
point when they ought to move forward with their work, whatever the 
amount of material they had generated so far or could potentially generate. 
Members’ deliberate shifts in attention appeared to be central to the mechan- 
ics of the laboratory transitions. Members either declared their first phase of 
activity complete and turned to the next phase, or they sought out a fresh 
source of ideas. In each team, members moved to narrow down their work by 
trying to select a concrete base on which to construct their product. The one 
area that did not match the field results was teams’ contact with outside 
supervisors. 


Pacing and the Midpoint 


How do groups pace themselves through time, and how is the midpoint 
special? An overview of all the time-pacing comments from all eight groups 
shows when and how often group members voiced concern with pacing. It 
shows the special status of the midpoint and suggests there may be differ- 


1? A summary of Q and q comments is available from the author. 
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ences between pacing activities in the first and second halves of groups’ 
time. Excerpts from groups in which members made “early” attempts to 
move teammates ahead show how groups responded to off-schedule, non- 
midpoint pacing efforts. 

Overall patterns of attention to time and pacing. Figure 1a shows when 
every time comment was made, with each group's pacing pattern isolated by 
row. (Cases in which several statements about time were made in one con- 
tinuous exchange were counted as one.) Figure 1b is simplified to give a: 
sharper overall picture of when, in the hour, time comments occurred in all 
eight groups combined. Table 3 shows the abbreviated content of all time 
comments. 

The most significant aspect of the distribution of comments is that there 


FIGURE 1A 
Patterns of Time Comments in Eight Groups 
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was one segment, from 28 to 31 minutes elapsed time, during which a time 
comment occurred in every group. Comments were made at precisely 30 
minutes in six groups; in the remaining two groups, one member commented 
on the "halfway point" at 31 minutes elapsed time, and one remarked that 
there was “a half hour” left at 28 minutes elapsed time. There was no other 
3-minute segment when more than four groups made time comments until 
the last 8 minutes. There was no other segment when more than five groups 
made time comments. Halfway emerges as the most likely moment at which 
at least one group member will call attention to time or pacing. 

It is also evident from Figure 1 and Table 3 that members made several 
comments about time and pacing in every group and that those comments 
were not evenly distributed across the hour. Clearly, groups do not univer- 
sally wait for the midpoint to begin pacing themselves; at least in some cases, 
they start talking about how fast to work from the start. As Table 3 shows, the 
first four time comments, made at 4 and 5 minutes elapsed time, all call 
attention to the total time limit, as if to set the group's initial pace at a fast 
enough rate: "Come on, we only have an hour!" Two of the other pre- 
midpoint time comments simply check the time, without calling for any 
action. 

A third pattern evident in Figure 1 is the difference in the frequency of 
comments in the first and last 25 minutes of the groups' meetings. The 
midpoint appeared to divide groups' hours into two parts during which 
members turned their attention to time at different rates. Two groups did not 
` mention time at all until the midpoint. Across groups, a total of 12 time 
comments were made in the first 25 minutes. During the last 25 minutes, 35 
comments——almost three times as many— were made. This skewed distri- 
bution occurred in six of the groups. Evidently, the less time a group has left, 
the more frequently pacing activity occurs, with a jump in the rate at the 
midpoint. 

Along with differences in frequency, there is a difference in the place- 
ment of comments made during the first and second halves of the meetings. 
Comments in the first 25 minutes cluster near 5 minutes, 15 minutes, and 20 
minutes, whereas comments in the last half occur at less orderly intervals. 
The neat clusters of time comments suggest the possibility that for the first 
half of their time, these students were mechanically pacing themselves 
against temporal milestones that were relatively independent of the amount 
of work they had done—the midpoint being by far the most important. In 
this portion of the groups' life spans, time limits were much clearer than the 
amount of work they had to do, given a novel task and great latitude to vary 
the ambitiousness of their plans. In contrast, the varied spacing of time 
comments in the second half of groups' meetings may indicate increased 
. clarity about work plans. Not only were groups hurrying themselves more as 
the deadline approached, but their struggles to fit work into time may have 
become more particularistic as they dealt with more concrete demands from 
the specific plans they had generated. 

The importance of the midpoint. All but one group (group 8, whose 
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TABLE 3 
An Overview of Time and Pacing Comments in the Eight Groups 





Time Minutes 


Period Elapsed Group Statements 
0—28 4 3 Maybe we should just start making some basics because 
minutes* actually I have a feeling an hour is going to go really 
fast. 
4 8 It seems to me that in the limited time we have (looks at 


clock) what we might want to do is start by thinking 
what type of ad do we want to do. 


5 5 Maybe what we should do, considering the time 
constraint, is make a list.... 
5 1 (teammates are joking) Come on, we only have one hour! 

14 5 How are we doing on time? OK (looks at watch). 

15 3 We should get a concept down real fast, because we 
need to—see if it’s... too boring, whatever. 

15 8 We should really start writing this (looks at clock and 
watch). We have 45 minutes. 

19 1 How much more time do we have? / Plenty of time. / 40 
minutes. We can rattle off 40 commercials. / When did 
we start? / 9:30 / OK. 

19 8 OK, I think we ought to start writing some dialogue 


(looks at clock). You know ... as far as the other end, 
I'm thinking about the production end of it. 


20 8 Ithink all we have to do just right now (looks at watch) 
18 pick one or the other. 
20 6 (looks at clock) You know, I think we should stop 


at—ltke—I don't wanna say stop, but we should get 
our ideas down. It's gonna teke a while to write it out. 
That scares me, 'cause that takes a long time. / 
Yeah—I was thinking, kind of shoot for 8:00 and sort 
of—Get the concept [first]. 


22 7 (one, then all look at clock) We have 20 minutes gone. / 
: Should we brainstorm, just ideas for the ad—? 
28-32 28 3 We only have a half hour more—but let’s class up the 
minutes—the image! 


midpoint 30 2 How are we doing for time? / (all look at clock) / We're 
: doing OK. / I think we should keep a ten minute 
margin. But we should be through by [8:50]. There'll 
be lots of copy and we'll have a— / Practice. : 
30 4 Do you want to play one again? (looks at clock) We still 
have 32 minutes. Play one and see what kind of mood 
we come up with? 


30 5 Maybe we should start on the script pretty soon. 

30 6 The real time is going to be spent writing up (looks at 
clock) and maybe we should do this separately. 

32 6 [Would anyone] feel good about writing the other 


section or should we all work on it together? I'm just 
thinking about time (looks at clock). 

30 7 Alright. (looks at clock) It's 8:00. We've got half an hour 
to put this together. ... Are we ready to move on to 
concepts for the one-minute spot? 
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TABLE 3 (continued) 





Time Minutes 
Period Elapsed Group Statements 
30 8 We have to decide right now ... either do something... 
realistic or make it funny... and we don't have an 
hour to make up a whole jingle. 


31 1 Alright, we're running out of time. / We have 28 
minutes. / Uh oh. Once it passes the halfway point, 
that's when the panic sets in. 

35—48 35 1 Let's run through the whole idea . . . and if we don't like 
minutes it, we [could] can it and we still have 20 minutes to— 

35 3 We have 25 minutes! / OK let's start writing some script. 


Let's try this music. If it doesn't work, we only have 
25 more minutes. 


35 6 I guess that [point's] nothing we should worry about too 
long. We don't have the time. 
37 5 We better start writing the script, since we only have 20 


minutes left. / We've got a half hour! / Really? (looks 
at watch) I have 20 minutes . . . less than 20 minutes 
(looks at clock). / Really? When did we start? / 25 


after. 

37 3 Ready for some script? We have to time it. We have... 
20 minutes to write a whole script! 

40 2 We better get some words down. We've got—ten 
minutes to get some words! 

40 4 OK, we've got to nail it down (looks at watch) or we're 


not going to be ready. / (looks at watch) We've got 20 
minutes. / We've got to get a script. OK, what do we 


have the first guy say? 

43 3 We have about 10 minutes to finish this. 

43 4 We're down to 15 minutes! .. . but we don't have all 
week to do this. We just need to get something down 
now. 

43 6 We need to write this down—fast, too (looks at clock). 

43 7 I think we need to (looks at clock) get down and write 
something. 

44 7 What would be the jingle? We really have to decide on 
things now, otherwise— 

46 4 We've got 15 minutes here. We'll just go with it. It's not 
to perfection. 

47 5 Ithink we have to can quality control because we've 


only got 10 minutes left and we've only got about 3 
lines written (suggests they divide the labor). 

47 8 (looks at clock) I think we're in good shape. 

48 4 Eleven minutes. Maybe we ought to go back to the thing 
on vacation. / Start working on it because we're 
running out of time. Just have a 15-second dialogue 
that gets the facts out, OK? 

50—60 50 1 We like anything at this point in time. 
minutes 50 7 (responding to suggestion) Well we don’t have time 
(looks at clock) I think we really have got to get it 
together. 
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TABLE 3 (continued) 





Time Minutes 


Period Elapsed Group Statements 

50—60 52 7 We've got to get it done in 5 minutes. And we've got to 
minutes have time to practice once, at least. 

(continued) 52 3 I'm at the point I don't care what we do. We only have 


_ like 3 minutes to finish this and practice once. / We 
have 7 minutes. / But it'll teke 5 to [practice & revise]. 
/ Well, we better do something. 


52 2 We're closing in on the last 10 minutes. / I know, we've 
got to get going here. 

53 1 I think we should try a dry run in about 2 minutes. 

54 2 It doesn't matter. Not right now (re refining product). 

54 6 We need to run through this .. . the time is really a 
problem. 

55 6 Is that enough help? / Gotta be, cause ... we have about 
three minutes. 

55 4 We've only got a minute here ... OK we've got three... 


four minutes here (looks at clock). OK we've got 
(summarizes script). Now we've got to . . . / Alright, 
we have to think about (X). We're looking at 21/2 


minutes! 

55 8 OK, now run through it one more time, and then pick 
out the music, because we've got 3 minutes! 

55 3 How are we doing on time? / We have 4 minutes left. 

56 3 We ... have time to go through it one time. Let’s go 
through it once. Who wants to do what? 

56 1 Why don’t we play through it once. / It’s not long 
enough yet. / Well, put it this way. We have 31A 
minutes to go. 

57 4 Let's give it one try. We've got a minute and a half. 

58 8 Final rehearsal! We have— 2 minutes left! (looks at 
clock) 

58 2 There's no time to talk about price! (as topic in ad) 

59 4 It's great! We still have not quite figured out the music 
here. We've got 30 more seconds! (laughs) 

59 7 Call... the marketing manager. ... Tell him we need a 


15-minute extension. 


* There were no time comments during the following: 6—13 minutes, 16—18 minutes, and 
23—27 minutes. 


transition is explained below) waited until the midpoint to make a major 
transition in their work, even though members of six groups began com- 
menting about time before then. It appears that early efforts to pace a group 
don’t usually push it into a transition. For the most part, teammates ap- 
peared to regard pre-midpoint times as early, and post-midpoint times as 
late, for making the transitional shifts into a qualitatively different type of 
work activity. 

Table 4 provides evidence of this awareness with excerpts from three 
teams who talked about pre-midpoint pacing in their interviews. The first 
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TABLE 4 
“Off-Schedule” Pacing Comments in Three Groups 
Description 
Group of Excerpt Statements 

1 Meeting 185 May: How much time do we have? 
videotape, 188 Pat: (not looking up) Plenty of time. 

19 minutes 187 Jon: (looks at clock) 40 minutes. We can rattle off 40 
elapsed commercials. 

188 May: When did we start? (looks at clock) 

1 Group 86 May: I got a little bit impatient. ... And I really needed to be 
interview mare aware of time. ... That's when Pat said “Oh, we have 

forty more minutes! Plenty of time!" And I think later on, we 
referred to time . . . she's like “OK, now we've reached the 
halfway point. Now we're really in trouble!" 

5 Meeting 251 Meg: (interrupts talk about number of flight departures) Well, 
videotape, you'd have to add them up. Maybe we should start on the script 
30 minutes pretty soon. 
elapsed 

5 Group 112 Meg: Feeling time pressure ... I could envision how much 
Interview work we had left to do. And even though we had about 25 

minutes left, I really felt we had to start then. 

113 Cora: I felt ... it would be a pretty good idea to start. We 
could also wait for a little. I wasn't feeling it was mandatory to 
start right then. 

114 Sam: It turns out I had thought we actually had a few more 
minutes than we did at that point. So I could see the value of 
starting early but I didn't probably feel as pressured as Meg did, 
mistakenly so. It turns out, when I finally got on the right time 
schedule, I started to get a little desperate. 

8 Meeting 200 Teri: (looks at clock) You know, I think we should stop at 
video, 20 like—I don't wanna say stop, but we should get our ideas 
minutes down. It's gonna take a while to write it out. That scares me, 
elapsed cause that takes a long time. 

201 Sid: Yeah —I was thinking, kind of shoot for 8:00 and sort 
of—get the concept [first]. 

6 Group 80 Zoe: I had been thinking that we should set up a time table. 
interview And then Teri said it. And then—I was also thinking— if I had 


to write the ad by myself, I could probably do it but I wasn't 
sure we could get it all together by the time limit. 

82 Sid: I had an image that we would form the idea completely 
and then—execute. ... At that point, I was hoping to stall a 
move to start working on it too soon and thereby sort of freeze 
where we were because I felt we were really just .. . spinning 
off a lot of ideas . . . I felt as we got a really good idea [we] 
could have time to work on it. We would be able to do it really 
fast. 

Q: You mentioned 8:00. How did that figure in? 

88 Sid: That was halfway between 7:30 and 8:30. (They laugh) No, 
and I thought if we waited until 8:00, that would still give us 
half an hour, which ought to be enough to execute it. And that 
way, we sort of set a number... we could work toward it and 
then at that moment, we would shift gears and go into the 
execution. 
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excerpt shows one participant's observation that one of her teammates went 
from an assessment that the group had “plenty of time" to the statement 
“OK, now we've reached the halfway point. Now we're really in trouble!” in 
just 10 minutes. 

Group 5 illustrates the importance as a catalyst of group members' per- 
ception that they are at the midpoint of their time—as opposed to the ab- 
solute number of minutes they've spent—and it indicates the need for team 
agreement that it is time to move. In group 5, Meg was clearly “feeling time 
pressure" at the midpoint, but Sam, whose watch was wrong, thought it was 
*[too] early ... mistakenly so." Cora, who said in the interview she had 
thought they had an hour and a half to work, was also feeling no need "to 
start right then." Seven minutes later, Meg mentioned the time explicitly, 
and the group clarified its schedule. The following is an excerpt from group 
5's video transcript, at 37 minutes elapsed time. 


302 Meg: Well, we better start writing the script, since we only 
have 20 minutes left. 

303 Sam: (jerks up head, picks up watch from table) We've got a 
half hour. 

304 Meg: Really? (leans forward, looks at watch on table) I have 
20 minutes ... (looks at wall clock). 


At this point, Sam apparently thought it was “late” to be moving into script 
writing, judging from his comment that “When I finally got on the right time 
schedule, I started to get a little desperate.” 

Group 6 provides a final illustration of a team's reluctance to make a 
transition before its midpoint. The following interview excerpts show the 
reaction of members of group 6 to a video segment from 15 minutes into the 
meeting, when the group was discussing story ideas. 


56 Teri: ... we came back and forth to that same concept a 
couple of times. . .. there was a long period when my thoughts 
were pretty much the same. It fit in there. 

66 Sid: I actually remember at that point. . . I wondered whether 
I was sort of stirring the pot about the idea in order not to have 
to cope with— 

87 Teri: The work of it. 

68 Sid: (agreeing) — who had to do it, because I was really fearful 
of that having to actually execute this. So I... may have been 
hoping that we can ... extend the concept of talking about the 
idea so as to not have to do it. 


At the 15-minute mark, group 6 was circling around the same ideas without 
doing much to move on. Progress was not simply a matter of striding ahead 
as soon as a group had enough raw material. 

Table 4 shows the group 5 minutes later, more restless about time— 
and it shows Sid's conscious plan to “shoot for" a transition at the midpoint. 
When Teri asked the group to plan its time use, Sid “‘stall[ed] a move to start 
working on it too soon" (my emphasis), this time because he felt the group 
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was working well and he didn’t want to forgo the possibility of coming up 
with "a really good idea" (6i: 82). He planned waiting until 8:00, because 
that “was halfway between 7:30 and 8:30.” He explained his plan as setting 
a number to work toward, “and then at that moment, we would shift gears 
and go into the execution." 

Group 8 was the only one that made a major shift before the midpoint. 
One of the group's members started the meeting with a clear structure for 
pacing the group's work. He said at the very beginning of the interview that 
he “wanted to start right into it” and that he was “trying ... to formulate 
things in a time structure." He added, “You know, for the hour, I was think- 
ing, OK, we can spend the first half hour deciding what we want, the next 15 
minutes writing, the next 15 minutes refining it" (my emphasis). 

His teammates did use this three-part structure, except they started into 
their second segment 7 minutes early. They took only 23 minutes to outline 
all the elements for their ad, then created a complete first-draft script be- 
tween 23 and 42 minutes elapsed time. They spent the last third of their time 
rehearsing and revising the ad. The video transcripts clearly indicate that 
group 8's move ahead was time-linked, like the other groups' transitions. 
The following statements are from 15 and 20 minutes elapsed time, respec- 
tively. 


216 Ned: So, we should really start writing this. We have 45 
minutes. (Group does not write, but develops two alternative 
story lines.) 

266 Ned: I think all we have to do just right now (looks at watch) 
is pick one [story line] or the other. (3 minutes later, the group 
settles on one choice and starts writing.) 


The major difference between this team and the others was that one member 
prodded the group to start ahead of schedule, and his teammates went along. 

There seem to have been several contributors to group 8's early progress: 
expertise, agreement, and a clear work schedule. One group member with 
entertainment experience was ready immediately with script scenarios. 
Members agreed quickly on content for the ad. Perhaps most important, 
Ned's teammates agreed to let him pace their work. In their interview, Joan 
said: [Kathy] and I pretty much acquiesced to all of — everything [Ned] said 
about budget and time." Since Ned had explicitly structured both the time 
and the work into segments as the meeting began, and Joan had had expe- 
rience with the task, they may have been more likely than other teams to 
declare or recognize a part of the work as done and move to the next step. 

In summary, the overall distribution of time comments and transcript 
evidence about off-schedule pacing attempts suggest the following: (1) Pac- 
ing occurs in every team, but individuals vary in their patterns of attention 
to time. At least some team members begin consciously pacing themselves 
from the start of work. (2) Some teammate convergence, or agreement that 
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“the time is right,” is necessary to precipitate a transition. (3) Under some 
circumstances, team members may agree that it is time for a transition before 
they are halfway through, but in most cases, (4) the midpoint is the most 
likely time at which team members will feel both ready and willing to de- 
clare that it is time to move ahead with the work. 


Unsuccessful Transitions 


What happens when a midpoint passes without a successful transition? 
The serendipitous difficulties of one of the laboratory teams, group 7, allow 
the exploration of this question. Table 5 begins with excerpts from both the 
midpoint and later in group 7’s meeting. 

Table 5 (7v: 268 and 272) shows that this group started its transition the 
same way as the other groups in the study. Pete noted the time, stressing that 
there was half an hour left. He asked the group to turn to its next subtask: 
“Are we ready to move on to concepts for the spot?” Getting no strong 
response, he backtracked and summarized what he thought the group had 
agreed on so far (7v: 274). 

The interview indicates that his teammates felt the same time pressure 
and also felt that it was time to move on. However, members said they did 
not advance to the next step because they were unable to stop “discussion 
mode” (7i: 157—175 and 191). The team could not close debate and agree on 
a basis for phase 2 work, as statements 303 and 375 in the video transcript 
indicate. One member expressly described the group’s trouble as a faulty 
transition: "Our problem was going from an idea phase to a paper phase... 
that transition was really bad. We should have said ‘OK, [this is it]’... We 
had no framework to fit the ideas into." 

Video transcript lines 374—376 show how group 7 finally did start on a 
script. With only 10 minutes left, Pete simply stopped further discussion 
and started dictating. Until then, the team still had not agreed on a common 
basis for production. Andy, commenting in his interview on video excerpt 
374, said, “Just before this, basically we had nothing. We each had ideas, but 
... our ideas were different." At that point, however, the team acquiesced: 
“As soon as [Pete] got that paper out there, I knew that was going to be it, 
because those guys wanted something so badly" (Josh's interview comment 
on video segments 372—374). 

Although there were certainly multiple reasons for group 7's problems, 
the transcripts suggest that resistance to Pete's leadership was one contrib- 
utor. However, it seems doubtful that it was working through that problem 
that finally got the team moving: Pete ultimately dictated the product to the 
group. Instead, it seems it was the additional temporal jolt of being 10 min- 
utes from the deadline that made the difference, as video segments 372—374 
suggest. But if teams feel they must progress at halftime or be unable to 
finish, why would a team try again at the last minute? Group 7 seemed to 
reduce the impossibility by collapsing its standards. As Pete said, “We've 
got to start generating garbage.” 
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TABLE 5 
Group 7: An Unsuccessful Transition 
Description 
of Excerpt Statements 
Meeting 268 Pete: Alright. (looks at clock) It's 8:00. We've got half an hour to put 
videotape, this thing together. Are we ready to move on to concepts for the spot? 


30 minutes 272 Pete: Do we have any disagreement on what we're going to sell? 
elapsed 273 (all): No. 
274 Pete: We're selling the convenience and the public splash. 
37 minutes 303 Fred: ... but we really have to decide... what thing are you going to 
elapsed sell? 
50 minutes 372 Fred: We don't have time—I think we really got to get it together. 


elapsed 374 Pete: We've got to get it done in 5 minutes ... What kind of music fits? 
375 Fred: Before we pick the music— what kind of thing are we going to 
write? 


376 Pete: OK, let me give you— what I envisioned . . . (starts "talking" the 
script, and writes as he talks) 


Group 156 Pete: I thought ... we took ten minutes to decide that but nobody really 
interview knew we had decided it so— make a point of saying "thirty minutes. 
on Halfway through. We decided on what we wanted to try and do. Let's 
midpoint work for a concept. ...” And I felt we were pretty much on schedule. 
segment Something was going to come out of it. 


157 Andy: That's where I felt . . . it's at that point that you write something. 
And I couldn't figure out how. ... It's such a different kind of process. 
But we were still in the discussion mode instead of whatever mode you 
get into— 

173 Fred: I felt we were wandering . . . I just wanted to make that thing stop 
so we could then define exactly what we were going to be doing. 

174 Pete: It was really important to you to get something down on paper? 

175 Fred: No. To stop something. We were discussing things we already 


talked about. 
Later in the 191 Josh: There was a point .. . it was kind of fleeting ... where I really felt 
interview I needed a break . . . but I wasn't able to bring it up because I continued 


to participate in the discussion. Where I almost wanted to say “OK 
everybody stop, sit down and write your one minute commercial. . . ." 
(Andy agrees) Right at that same point, we had about half an hour left 
and I wanted that time to think, and form an idea. And we didn't get it 
again. 

235 Andy: Our problem was going from an idea phase to a paper phase. ... 
That transition was really bad. ... We should have said OK [this is it]. 
Then we could have—it’s in production that the idea's going to fit in. But 
we had no framework to fit the ideas into. 

236 Pete: I didn't feel it was acceptable at [that] time, to bring out paper. 

237 Fred: Yeah, we had been trying to extend the time. 

284 Pete: I didn't feel like I was leading it .. . I never got the feeling that I 
could structure their time. 


205 Andy: Right. We never gave you that. 


Group 7 was the only team that did not complete a script. After 59 
minutes, members tried unsuccessfully to telephone their vice president to 
ask for a 15-minute extension. In the end, they had to ad-lib half of their 
commercial. 
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The evidence suggests it was not the case that group 7 simply had no 
transition. Team members felt it was time for a major shift and exhibited 
much of the same transitional behavior as other teams. However, they did 
not manage the opportunity successfully enough to launch a productive 
second half of the group’s life span. Josh’s interview comments directly 
support the hypothesis of the midpoint as a temporary (and in this case, 
missed) opportunity: “There was a point. . . it was kind of fleeting . . . where 
I really felt I needed a break . . . we had about half an hour left and I wanted 
that time to... form an idea. And we didn't get it again" (i: 191). 


DISCUSSION 


The results of this study suggest there is much to learn about group 
pacing and transitions from laboratory study. Not only did these laboratory 
group meetings follow patterns originally seen in naturally occurring teams 
of much longer duration; in their interviews, laboratory participants de- 
scribed their own development specifically in terms of time-based transi- 
tions and halfway-through shifts in work activities. There are several facets 
of the results to discuss: the substantive findings about transition and pacing 
processes gained from the transcript analyses, the degree to which the lab- 
oratory groups mirrored the findings from the field study, and implications 
for research and practice. 


Transition Processes 


The starting point for this study was a punctuated equilibrium model of 
development, according to which groups persevere with the same cognitive 
approaches to their projects until their midpoint, when they reinitiate a 
search for ideas and adopt new perspectives on their work (Gersick, 1988). 
The results of the current study support and extend the field-generated com- 
parison between midpoint pacing efforts and problemistic search, March 
and Simon’s (1958) concept that boundedly rational humans seldom change 
their basic strategies unless interrupted by a problem. In this case, the prob- 
lem is the midpoint reminder of the deadline. The findings show a deliber- 
ate, abrupt attentional shift at the heart of groups’ midpoint efforts to prog- 
ress. This shift occurs in two related but separate parts: the closing of a 
group’s initial phase of work and the pursuit of a next step that is specific to 
the group. 

These results also seem related to findings from individual problem- 
solving research on the Einstellung effect, the tendency of subjects to persist 
with the same approach to a problem or series of problems whether or not 
that approach is productive (Luchins, 1940). Commenting on Jensen’s (1960) 
findings, Ericsson and Simon reported that “the effect is not the result of 
inadvertent mechanization, but results from subjects’ deliberate choices of 
strategy. A number of experiments have reduced the Einstellung effect by 
marking the test problems as separate problems rather than a continuation of 
the sequence of problems presented before” (1984: 129). Possibly, then, 
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groups’ deliberate decisions to close one phase and open a new phase of 
their work involve a redefinition of their situation or of the task at hand. 
Such redefinition would be similar to “marking test problems” as starting a 
separate sequence and therefore calling for a new choice of strategy. Such 
redefinition may be critical to a team’s ability to take new approaches. 

Two ways of making this shift were observed. One way consisted of 
summarizing previous work, declaring it complete, and picking up a next 
subtask. A second way was observed in groups whose phase 1 agendas 
appeared to be floundering. These groups just dropped stalled phase 1 ap- 
proaches and reached out for a fresh source of inspiration, something around 
which to crystallize further efforts. The special significance of the second 
way is that it confers special influence on whatever inspiration source the 
group happens to choose. 

In the field study, several groups looked outward — most importantly, to 
outside stakeholders or requirements—to provide some of this inspiration. 
The laboratory groups used simpler resources: their music tapes. It is pre- 
mature to interpret the laboratory findings as a negation of the field results. 
The lab teams' connections to their vice presidents did not compare to the 
powerful team-context relationships operating in real life, and team- 
supervisor communication was not two-way, as in the field. However, this 
study does suggest that teams searching for ideas at transition will turn to 
sources from which they expect some relevant help, not necessarily to ex- 
ternal supervisors or contexts. 


Pacing Processes 


Because the model presented in this research links groups' transitions to 
time, it raises questions about pacing. What are the connections between 
groups' pacing efforts and their work progress? Why are temporal midpoints 
special, and how do groups pace themselves throughout their life spans? 
Why would groups' opportunity to make a quantum leap be best at—and 
possibly limited to—a particular slice of their time? 

The field research that preceded this study suggests that bounded ratio- 
nality, a cognitive barrier, limits a group's ability to take fresh approaches to 
its task before the midpoint of its life span. The current results suggest that 
group time-structuring regulates some motivational barriers as well. Group 
members discussed several sources of reluctance to move from one part of 
their task to the next in the first half of their time. One source was a fear that 
the next step might be too difficult. Another described source of inertia was 
a reluctance to narrow choices prematurely and forgo the chance to think of 
something better. A third source was a reluctance to compromise with team- 
mates or bow to someone’s leadership attempts and agree on one plan. In the 
face of such forces, group members seem to make a pact with themselves. 
They use time as a heuristic for deciding how long they will remain on the 
same track and when they must forge ahead. Such.a heuristic is particularly 
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understandable for time-limited tasks that are novel and open-ended, in 
which temporal milestones are much more accessible than purely task-based 
signals for moving ahead. As one participant noted, “You always could 
make it a little bit better," but a deadline imposes limits. 

Individual group members vary somewhat in how early and how con- 
sciously they start to structure their time and in the temporal milestones they 
choose. But transitions are unlikely to occur until there is some team agree- 
ment on the appropriate moment to shift ahead. The special power of the 
midpoint appears to be that it is the most likely time that members will 
select, consciously or unconsciously, as a key milestone. Groups are more 
likely to have a quorum of members simultaneously ready to make changes 
at that point than either earlier or later, and members are less likely to feel 
it is the wrong time to make changes than at any other point. 

If a shared, precise temporal milestone, not a gradually mounting ur- 
gency, sets off a transition, the collective feeling that "now is the right time 
to move" must be temporally limited. Beyond a certain time, it will be clear 
that the midpoint (or other milestone) has passed. The current evidence 
suggests that if a milestone passes without the occurrence of enough per- 
ceived progress, a team will experience the passing as a failure, and their 
shared sense of opportunity will probably be lost until the next temporal 
milestone. The one field group whose transition failed was disbanded on the 
spot. The one laboratory group whose transition failed did not begin pro- 
ducing until the deadline was imminent. These results must be interpreted 
cautiously because of the small numbers of groups studied, but they do argue 
for further research on the consequences of, and remedies for, flawed tran- 
sitions. 

Groups' pacing patterns were more idiosyncratic after the transition 
than during phase 1. It is possible that pacing was more often driven by both 
temporal and task milestones during phase:2, as members worked on spe- 
cific pieces of product designs made more concrete at the transition. Such an 
interpretation is consistent with Norden's finding about project managers' 
handling of schedule delays in two- and three-year-long R&D projects: 


The reduction of maneuvering room [to recover lost time] is not 
an absolute function of the time remaining, but depends on the 
relative reduction in the “degrees of freedom" inherent in tacti- 
cal choices made from the start ... [As one respondent 
indicated]: "When you're half-way through a project, you're 
locked-in a lot deeper than when you're just getting under way" 
(1965: 306). 


A Field-Laboratory Comparison 


There were some differences between the dynamics observed in this 
laboratory study and the dynamics observed in the naturally occurring 
groups. In the field, groups met on several occasions. They prepared home- 
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work and communicated with independently acting outside stakeholders 
between meetings, and they often extended their midpoint meetings beyond 
their usual time limits in order to complete a key piece of work. Because of 
the laboratory design, the groups described in this study lacked the flexibil- 
ity to extend their time spans, so it was not possible to see comparable 
changes in groups’ routines or external interaction. It was not possible to 
identify a clearly bounded “transition meeting" with a set of transition ac- 
complishments. Because of these restrictions, too, laboratory transitions 
were more temporally compact and less complex than some of the transi- 
tions observed in the field. More important, the laboratory setting did not 
simulate team-supervisor relations very well, thus restricting the generaliz- 
ability of results dealing with that facet of team development. 

A final difference has to do with the shortness of the time span for the 
laboratory teams’ work. The fact that the lab groups made many more time 
comments overall than the field groups and the increased frequency of all 
the lab groups’ time comments toward the end of their meeting hour suggest 
that the sharper a group’s time constraints, the more frequently participants 
will pay explicit attention to time and pacing. The intensity of teams’ atten- 
tion to time was probably exaggerated in the one-hour laboratory sessions. 
To an extent, that exaggeration was a great advantage because it heightened 
the very phenomenon I wanted to study. Since the midpoint effect was first 
discovered in the field and then observed in the lab, that particular finding 
appears to be robust. However, it is important to be cautious about general- 
izing laboratory pacing patterns back to the field wholesale. 

Notwithstanding these differences, the central features of the midpoint 
transition did emerge strongly in the laboratory: groups paid special atten- 
tion to time at the midpoint of their time spans, made abrupt shifts in the 
focus of their work activities, and depended on midpoint agreements to 
provide a basis for work in the second half of their time. If laboratory task 
groups can display a punctuated equilibrium pattern with a midpoint tran- 
sition, we can use laboratories to see how various interventions cause groups 
to depart from that baseline. Such settings appear to be promising sites for 
further research. 


Implications for Research and Practice 


The current findings have several implications for practice that in turn 
suggest questions for research. Uncertain or shifting deadlines are a fact of 
life in many organizations. Interdependent organizational units and groups 
may keep each other waiting, may suddenly move deadlines forward or 
back, or may create deadlines that are known to be earlier than is necessary 
in efforts to control erratic workflows. The current research suggests that the 
consequences of such uncertainty may involve more than stress, wasted 
time, overtime work, and intergroup conflicts. Synchrony in group mem- 
bers’ expectations about deadlines may be critical to groups’ abilities to 
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accomplish successful transitions in their work. The laboratory could be a 
good place to examine groups’ reactions to uncertain or shifting deadlines 
and to try out ameliorating interventions. 

A second area is the appropriate timing for interventions designed to 
assist or influence groups’ work. The field study suggested that interventions 
or environmental events that called for dramatic changes would be espe- 
cially powerful at the very beginning or midpoint of groups’ life spans but 
might be resisted at other times. The laboratory groups examined here pro- 
vided consistent evidence that members were quite receptive to teammates’ 
efforts to redirect the team’s attention at the midpoint and much less recep- 
tive before or after that. The laboratory could be a good place to test the 
effects of environmental changes or interventions at different points in 
groups’ life spans. 

A third area concerns effective ways to pace and manage groups through 
their life spans. The subjects in this research had no exposure to the hypoth- 
eses of this study, yet they described their own transition processes with 
great clarity and managed their time relatively deliberately. Those findings 
suggest that people learn substantial aspects of group pacing and might be 
able to improve upon that learned behavior. For example, without con- 
scious, alternative planning, the midpoint appears to be the most likely 
temporal stimulus for groups’ primary jump ahead, but the case of group 8, 
with its 20-minute transition and three-segment meeting, suggests the pos- 
sibility of more planful tailoring of groups’ pacing to their tasks and time. 

Similarly, groups might be taught to anticipate characteristic challenges 
of the transition and helped to develop various ways of handling those 
challenges. It should be noted that managing the interaction process is not 
the only challenge to address. The transition may well be an acid test of 
whether or not a team’s design, including its membership composition, task 
structure, and contextual supports, is workable. If the boost of the transition 
cannot galvanize a team, it may be suffering from especially serious design 
flaws." Overall, the laboratory might be a good place to see whether group 
members, leaders, and external supervisors can be trained in how to manage 
different periods of groups’ life spans most effectively. Specific suggestions 
for such training appear in Hackman and Walton (1986) and Gersick (1988). 

A final implication applies more broadly to research on temporal issues 
and the correspondence between laboratory time and field time. The find- 
ings show that groups, at least in the research domain of this study, regarded 
time differently as the laboratory hour progressed?” and, perhaps, as their 


11 Hackman (1988) contrasted design and process determinants of group effectiveness. 

12 McGrath and Kelly (1986) found that groups solving anagrams, given relatively short (or 
long) time limits on the first of two trlals, persisted in working at a faster (or slower) pace on the 
second trial, even when the amount of time they had was lengthened (or shortened). A finding 
of such persistence in pace clearly differs from the current findings. It is, however, consistent 
with the findings of research on Einstellung effects that McGrath and Kelly's groups, (continued) 
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work became more concrete. This attitudinal shift suggests the importance of 
attending to task type and to the whole temporal context in which any 
segment of activity occurs. 


Limitations of this Study 


As pointed out in the above section on field-laboratory differences, there 
are many respects in which this laboratory simulation departed from natural 
settings. In addition, this study included only a small number of groups, 
from one population, doing one kind of task, under one set of conditions. 
People less experienced in group work or more experienced at a task might 
use their time differently in a laboratory or might describe their own work 
differently in interviews. Finally, research to date has been limited to a 
particular domain: groups with some discretion over their own work pro- 
cesses, with open-ended tasks and deadlines to meet. Further research is 
required before the current results can be generalized beyond that domain. 


CONCLUSIONS 


The results of this study suggest that the mechanisms groups use to pace 
their work may have critical effects on members’ collective motivation to 
move ahead and on attentional and perceptual shifts that allow progress to 
occur. The reliable appearance of a midpoint transition, participants’ artic- 
ulate description of their transition dynamics and pacing behavior, and the 
deliberate quality of groups’ efforts to advance at the midpoint of their al- 
lotted time have two important implications. First, pacing and transition 
dynamics may be facets of creative group work that are both consequential 
for group effectiveness and amenable to improvement through learning. Sec- 
ond, laboratory study holds much promise for enriching understanding of 
pacing behavior and punctuated equilibrium patterns in group develop- 
ment. 
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DIVERSIFICATION STRATEGY AND R&D 
INTENSITY IN MULTIPRODUCT FIRMS 


BARRY BAYSINGER 
ROBERT E. HOSKISSON 
Texas A&M University 


This study provides empirical evidence that choice of diversification 
strategy systematically affects R&D intensity in large multiproduct 
firms. Research and development intensity in dominant-business firms 
was found to be significantly higher than in related- and unrelated- 
business firms and was also higher in related-business firms than in 
unrelated-business firms. These findings suggest the need to examine 
the implications of different types of corporate diversification strategy 
on the management of corporate—strategic-business-unit relations in 
large multiproduct corporations. 


Corporate diversification has emerged as a major trend in the postwar 
U.S. economy. For instance, in 1949 only about one-third of the Fortune 500 
industrial corporations generated revenues from more than one product line. 
By 1974, the proportion of diversified firms among the Fortune 500 had 
doubled to approximately 67 percent (Rumelt, 1974, 1982). As a result, large 
diversified firms currently account for a substantial percentage of the total 
assets managed by U.S. industrial establishments (Rumelt, 1982). Under- 
standing why firms diversify and how diversification affects the way the 
resources are managed in diversified firms have naturally become important 
objectives of strategy research. 

Research addressing the question of why firms diversify is extensive 
and has often focused on the relation between diversification and research 
and development efforts. For example, Penrose's (1959) theoretical analysis 
and Chandler's (1962) field research both suggested that firms like E. I. Du- 
pont de Nemours initiate diversification strategies in response to an excess 
of technological resources, which are deployed in new directions. Other 
researchers have suggested that firms may improve the efficiency of R&D 
expenditures through diversification because of economies of scope (Gupta 
& Govindarajan, 1986; Hambrick & MacMillan, 1985; Kamien & Schwartz, 
1982; Porter, 1985). Whatever the reason, firms have pursued the secular 
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growth in diversification we noted initially mainly through mergers and 
acquisition (Porter, 1987). Some investigators have suggested that the adop- 
tion of a multidivisional (M-form) structure and internal controls has fos- 
tered this growth (Williamson, 1985). 

An important question raised by the popularity of diversification con- 
cerns the performance effects this strategy may have on multidivisional cor- 
porations and the strategic business units (SBUs} composing them (Armour 
& Teece, 1978). Although many agree that such effects exist, there is some 
disagreement over exactly what they are (Hoskisson, 1987), particularly with 
respect to the relation between diversification and R&D activity in multi- 
product corporations. 

For instance, Williamson (1975, 1985), elaborating on Chandler's (1962) 
original work, argued that firms virtually always implement diversification 
through the adoption of multidivisional structure and controls. He went on 
to argue that those characteristics should enhance firm performance, espe- 
cially with respect to managers' willingness to assume risk and, hence, em- 
phasize R&D and innovation. Conversely, Burgelman (1983a, b), Hayes and 
Abernathy (1980), and more recently Hill, Hitt, and Hoskisson (1988) have 
developed arguments suggesting that division managers operating within an 
M-form system of internal controls avoid risky strategies and instead sacri- 
fice long-term investments in research and development to more immediate 
financial performance goals. Questions concerning the performance impli- 
cations of corporate diversification strategies and the way they are imple- 
mented, especially with respect to research and development spending, thus 
remain unsettled in the strategy literature. 

Given that recent declines in the competitiveness of U.S. firms in inter- 
national trade have been traced to diminished R&D intensity (Young, 1985), 
attempting to resolve these differences seems a worthy objective of research. 
Toward this end, the present study examined the relation between corporate 
diversification strategy and R&D spending decisions in large multiproduct 
firms. By focusing exclusively on large diversified firms, we adopted the 
assumption that the M-form is the primary organizational structure in use in 
these firms (Rumelt, 1974, 1982). Therefore, we expected that by differenti- 
ating these M-form firms on the basis of their corporate diversification strat- 
egies, performance effects often ascribed to M-form structure could be more 
accurately ascribed to the previously unmeasured effects of corporate diver- 
sification strategies. 

The theoretical development begins with a brief discussion of the dif- 
fering economic objectives of various diversification strategies and how the 
internal control systems firms use to implement diversification strategies 
affect the attainment of those economic objectives (Ackerman, 1970; Dundas 
& Richardson, 1982; Hill & Hoskisson, 1987; Hoskisson, 1987; Hoskisson & 
Hitt, 1988; Kerr, 1985; Lorsch & Allen, 1973). The researchers cited have 
suggested that dominant-business and related-constrained diversification 
strategies are most likely to be implemented with internal controls that foster 
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risk taking and, hence, R&D spending but that related-linked and unrelated 
diversification strategies are most likely to be implemented using internal 
controls that inhibit risk taking and, hence, R&D spending. Although only 
examining these relations directly could validate those suggestions, we pro- 
vide preliminary research on the issue by examining differences in R&D 
intensity across a group of 971 firms divided into four major diversification 
strategies. 


CORPORATE STRATEGY AND INTERNAL CONTROLS 


Previous research has suggested that control arrangements within a ba- 
sic M-form framework must be consistent with a firm’s corporate diversifi- 
cation strategy if the firm is to realize the economic benefits associated with 
that strategy (Hill & Hoskisson, 1987). Diversification strategies differ in 
terms of both the number of segments in which the firms adopting them 
operate and the relative importance of each segment to total firm sales (Jac- 
quemin & Berry, 1979; Palepu, 1985). Diversified firms may also be distin- 
guished by the varying degrees of emphasis managers place on the dominant 
(usually the original) business and by the nature of relations among divi- 
sions, which may be related or unrelated (Rumelt, 1974). Therefore, domi- 
nant-business, related-constrained, related-linked, and unrelated diversifi- 
cation are the four major categories of diversified firms typically studied. 

Firms implement diversification strategies by adopting structures and 
internal control systems that rationalize relations between corporate head- 
quarters and SBUs (Chandler, 1962; Williamson, 1975). Stated from the per- 
spective of contingency theory, superior organizational performance should 
result, all else being equal, when firms implement dominant-business and 
related-constrained diversification strategies with an emphasis on a system 
of strategic controls. Gupta (1987) suggested that such controls emphasize 
openness in corporate-SBU relations and the use of subjective data in eval- 
uating the performance of SBU, or division, managers. Likewise, superior 
organizational performance should result when firms implement related- 
linked and unrelated diversification strategies with an emphasis on a system 
of strict financial controls. This second type of control system features some- 
what distant corporate-SBU relations in which objective financial criteria 
are strictly applied in evaluating SBU, or division, managers' performance 
(Gupta, 1987). Figure 1, which maps these control systems into various 
diversification strategies, is based on a review of a large and growing body of 
research on strategy implementation (Ackerman, 1970; Allen, 1978; Berg, 
1965; Donaldson, 1986; Dundas & Richardson, 1982; Eccles & Carley, 1987; 
Galbraith & Kazanjian, 1986; Hill & Pickering, 1986; Hoskisson & Hitt, 1988; 
Kay, 1982; Kerr, 1985; Lorsch & Allen, 1973; Pitts, 1977). 

To date, research on the implementation of corporate diversification 
strategy has focused on the organizational performance implications of the 
contingency relations summarized in Figure 1 (Gupta, 1987; Hill & Hoskis- 
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FIGURE 1 
Diversification Strategy and Degree of Emphasis on Strategic 
Versus Financial Controls 
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son, 1987; Hoskisson, 1987). Following those lines, we used empirical mea- 
sures in this study that stressed the relationship between the type and level 
of diversification and R&D investment. Although we could not readily mea- 
sure the control strategies adopted in each of the 971 firms studied directly, 
the particular internal controls firms have been forced to use in implement- 
ing those strategies may drive the relation between corporate strategy and 
R&D intensity. 


CONFLICTING VIEWS OF MANAGERIAL RISK AVERSION 
IN DIVERSIFIED FIRMS 


Theory on managerial risk aversion in large diversified firms has fo- 
cused on the effects of M-form structure on managerial decision-making 
horizons, attitudes toward risk and, hence, willingness to invest in research 
and development. Some authors have suspected, as we indicated in the 
previous section, that the multidivisional structure of diversified firms may 
be inherently conservative, which suggests that, in part, the recent declines 
in U.S. competitiveness may be traced to the postwar emergence of large 
diversified firms as important economic institutions. Others have main- 
tained that the controls used to manage diversity in M-form corporations 
should actually encourage decision making that is oriented toward the long 
term and risk taking; if that is so, we need to search elsewhere for explana- 
tions for reduced risk taking and, hence, competitiveness. 

One possibility is that once an M-form structure is in place, different 
corporate diversification strategies may affect managerial risk propensity, as 
measured by R&D investment. Although some authors have argued that R&D 
spending leads to diversification (Chandler, 1962; Penrose, 1959), we view 
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this interpretation as having primarily been true before most firms had im- 
plemented an M-form system of managing diversity. Once firms have 
adopted a multidivisional structure, the type and extent of diversity they 
have may affect the way diversity is managed. 


Criticisms of M-form Structure and Controls 


An important criticism of diversified M-form firms is that division man- 
agers operating within their internal control systems develop short time 
horizons and thus avoid risky R&D investments, even when those invest- 
ments promise a positive net expected value (Dearden, 1960, 1969; Hayes & 
Abernathy, 1980; Hill & Hoskisson, 1987; Loescher, 1984; Norburn & Miller, 
1981; Rappaport, 1978; Solomon, 1968; Stonich, 1981). The basic argument 
these authors have offered is that in large diversified firms, corporate man- 
agers tend to use a return-on-investment (ROJ) criterion for evaluating divi- 
sion managers’ performance (Dundas & Richardson, 1982), causing division 
managers to meet short-term ROI objectives by reducing expenditures that 
are not essential for the attainment of short-run returns but are critical to the 
maximization of organizational efficiency in the long run. Consequently, 
there may be a tendency in large M-form firms for division managers to 
reduce R&D expenditures, market research expenditures, and new capital 
investments (Jaeger & Baliga, 1985). 

Other investigators have suggested that M-form structure adversely af- 
fects top management's willingness to stress R&D as a basic component of 
competitive strategy. This concern reflects the view that M-form structure, 
rather than being simply a device for implementing corporate diversification 
strategy, may also be a consolidation and control mechanism that is inher- 
ently conservative (Burgelman, 1983a). In an M-form firm, a single concept 
of corporate strategy may become deeply ingrained in top managers’ minds; 
consequently, their ability to deal with autonomous strategic behavior is 
low. These top managers therefore attempt to manipulate the firm’s struc- 
tural context in order to bring autonomous behavior under control, In M- 
form firms, “the range and scope of these strategic behaviors may become 
narrower while their probability of failure may decrease” (Burgelman, 
1983b: 66). Large diversified firms thus may tend to provide environments 
hostile to innovation: the M-form structure may be inherently variance-re- 
ducing. 

These concerns over the performance implications of multidivisional 
diversification are well worth taking seriously. It is clear that declines in 
U.S. competitiveness have mirrored the emergence of diversified multidivi- 
sional corporations as a major economic institution. Yet, it is also possible 
that problems ascribed to M-form structure in general actually apply only to 
certain types of diversified firms that employ an M-form structure. 


The Internal Capital Market Argument 


Williamson argued that M-form structure and internal controls repre- 
sent an internal capital market that induces SBU managers to choose opti- 
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mally risky levels of R&D spending. Within a multidivisional firm, corporate 
managers usually evaluate division managers’ performance on the basis of 
both financial performance and other relevant information. Top managers 
generally have access to information that is both more abundant and supe- 
rior to that available in the external capital market.’ Thus, although the 
number of investment opportunities available within multidivisional firms 
is limited, at least in comparison to the number of opportunities in the 
external capital market, top management's knowledge with respect to each is 
“incredibly deep" (Williamson, 1970: 177). Consequently, in diversified M- 
form firms, the “confounding of risks and decisions, which complicates 
[external capital] market assessments, can... be unpacked with greater pre- 
cision and confidence. ... [External capital] markets, in contrast, are pre- 
sumed to have less knowledge of idiosyncratic circumstances, employ 
shorter time horizons, and are relatively severe (unforgiving)" (Williamson, 
1985: 150). Top-level managers in diversified multidivisional firms thus 
have the option of using both strategic controls, which feature open corpo- 
rate-SBU relations and subjectivity in assessing division performance, and 
strict financial controls, which are characteristic of external capital markets, 
to fine-tune their understanding of division proposals and performance. 

Clearly, there is a conflict of visions between Williamson and those who 
claim that multidivisional structure induces short-run thinking. Yet both 
Sides admit that the relation between M-form structure and R&D intensity is 
less than clear-cut. As Burgelman, citing Greiner (1972) and Mintzberg 
(1978), observed: “[corporate] structure may motivate or impede strategic 
activity in unanticipated ways" (1983b: 67). Moreover, Williamson admitted 
that “whether the potential advantages of the divisional structure in auditing 
respects actually induce more aggressive risk-taking . . . is uncertain" (1975: 
146). 


SYNTHESIS AND RESEARCH HYPOTHESES 


The hallmark of M-form organization is the decomposition of strategic 
and operational decision making, accompanied by the decentralization of 
decision making so that it is carried out in semiautonomous divisions 
(Williamson, 1970). Decomposition and specialization of strategic and op- 
erating responsibility economize on the limited information-processing ca- 
pacity of corporate mangers. However, in a firm that has become highly 
diversified, both in terms of the number of divisions under top-management 
control and in terms of the lack of relatedness among product divisions, it 
seems highly unlikely that any given corporate manager will be adequately 


1 [n the context of this paper, external capital market refers to sources of venture capital 
external to the firm. Such markets are populated by bankers, investment firms, brokerages 
handling initial public offerings, venture capitalists, and so forth. 
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familiar with even a small percentage of the businesses in the firm’s portfo- 
lio. Even for firms engaged in related diversification, top-level managers’ 
ability to gather, process, and interpret the information needed to evaluate 
divisional performance accurately and allocate resources and rewards may 
be highly limited (Williamson, 1975). 

Managers in highly diversified firms—those having related-linked or 
unrelated strategies—generally have little first-hand knowledge of the op- 
erating affairs of an industry, technology, or geographic region (Dundas & 
Richardson, 1982). Thus, they may tend to focus attention almost exclu- 
sively on financial results—particularly the net profit for a period and the 
rate of return on invested capital (Ackerman, 1970; Bower, 1972; Hill & 
Hoskisson, 1987; Lorsch & Allen, 1973). In contrast is the situation in dom- 
inant-business firms and even in related-diversified firms that have engaged 
in only limited diversification. In such firms, the ability to use both strategic 
and financial controls should be greater, all else being equal, because cor- 
porate managers cannot pay the same amount of attention to a large number 
of diverse divisions that they can to a smaller number of more related divi- 
sions. 

The preceding analysis does not conflict with either of the previously 
discussed schools of thought on the relation between M-form structure and 
managerial incentives. Rather, Williamson’s assessment of M-form firms as 
internal capital markets may be found to be more applicable to dominant- 
business and related-constrained M-forms than to other types of firms. In 
dominant-business and related-constrained firms, the confounding of risks 
and decisions may be reduced to the extent that corporate executives have 
access to information about the strategic desirability of division managers’ 
decisions. Likewise, although Burgelman’s view that M-form controls are 
inherently variance-reducing also seems accurate, it may be more applicable 
to related-linked and unrelated firms. In such firms, the confounding of risks 
and decisions is more likely because internal control systems operate mainly 
on the basis of objective performance data. 

In this research, we limited our attention to the empirical relation be- 
tween corporate strategies and actual R&D expenditures. However, previous 
research on the internal control implications of different corporate diversi- 
fication strategies and the behavioral implications of different internal con- 
trol strategies underlay our analysis. Therefore, the following hypotheses are 
offered: 


Hypothesis 1: All else being equal, R&D intensity in di- 
versified M-form firms will be negatively related to a con- 
tinuous measure of total diversification. 


Hypothesis 2: All else being equal, with diversification 
measured categorically, R&D intensity will be greater in ` 
diversified M-form firms following dominant-business 
and related-constrained strategies than it will be in more 
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highly diversified corporations following related-linked 
and unrelated diversification strategies.” 


SOME ECONOMIC DETERMINANTS OF R&D SPENDING 


The analysis we have offered is not meant to suggest that the nature of 
their diversification strategy solely determines the allocation of resources to 
research and development in large firms. Rather, although corporate diver- 
sification strategies may influence R&D spending decisions, a number of 
other economic factors may also influence those decisions. Consequently, 
empirical analysis must be conducted within the context of a well-specified 
model of R&D investment to isolate the incremental effects of corporate 
strategy on R&D intensity. To provide this context, this section summarizes 
current and past research conclusions on the economic determinants of cor- 
porate-level research and development spending. As described in the Meth- 
ods section, we operationally defined these economic determinants as co- 
variates or control variables for the empirical tests in this study. 


Industrial Organization Economics and R&D Spending 


Economic models of R&D spending tend to focus on organizational and 
environmental factors that should affect the efficiency and expected net 
benefits of those expenditures and, hence, their internal rates of return 
(Hambrick & MacMillan, 1985). These models typically include such factors 
as market structure, availability of proprietary technology, available liquid 
resources, patent protection, and so forth (Kamien & Schwartz, 1982; 
Scherer, 1967). This study focused on a parsimonious set of such variables, 
limiting attention to four variables that are relevant to business-level R&D 
proposal generation, and corporate-level support for those proposals, which, 
when aggregated, comprise corporate R&D spending levels. The set of vari- 
ables we used included technological opportunity, current liquidity, debt 
position, and market structure. 

Technological opportunity. Previous research has shown that the opti- 
mal level of R&D investments made by a firm depends in part on techno- 
logical opportunity, which is the degree to which the firm’s market demands 
or accepts product innovations (e.g., Comonar, 1967; Foster, 1982; Hambrick 
& MacMillan, 1985; Link & Long, 1981; Phillips, 1966). Industries differ with 
respect to the extent of their basic scientific knowledge in the field in which 
they operate: the greater this knowledge, the more efficient will be the con- 
version of R&D inputs into outputs. Therefore, technological opportunity 
affects basic R&D spending. 

Current liquidity. Common sense suggests that R&D spending should be 


? We felt that two hypotheses were necessary because two operational approaches, contin- 
uous and categorical, are often used in measuring diversification (Pitts & Hopkins, 1982). 
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positively related to the flow of funds available to support such investments 
(Grabowski, 1968). That is, regardless of the desirability of R&D spending in 
support of competitive strategy, the ability to make these investments re- 
quires financial resources. Of course, in an efficient capital market firms may 
borrow such funds for worthwhile projects at competitive rates. Yet, in such 
markets it may very well be difficult to assess risky projects accurately and 
as a result, the availability of internal sources of finance enhance a firm’s 
ability to engage in active R&D investment. 

Moreover, financial liquidity permits a firm to avoid the borrowing costs 
associated with risky investments, which reduces the cost of R&D financing 
to the internal opportunity cost of capital (McEachern & Romeo, 1978). 
Therefore, current liquidity and basic R&D spending are directly related. 

Debt position. To the extent that high debt is associated with creditor 
control over strategy formulation, the amount of debt a firm carries should 
influence R&D intensity. Recent developments in the theory of the firm 
suggest a need for analysts to consider conflicts of interest among corporate 
stakeholders in attempting to understand corporate outcomes. As Smith and 
Warner, for example, observed, “If a firm sells bonds for the stated purpose of 
engaging in low-variance projects and the bonds are valued at prices com- 
mensurate with that low risk, the value of the stockholders’ equity rises and 
the value of the bondholders’ claim is reduced by substituting projects 
which increase the firm's variance rate" (1979: 118—119). Smith and Warner 
thus argued that financial institutions, as corporate constituencies, will be 
more risk-averse than a firm's shareholders. To the extent that a firm's debt 
position reflects the influence of financial institutions on decision making, 
debt and basic R&D spending are inversely related. 

Firm size and industry concentration. Finally, economic reasoning sug- 
gests that across all diversification strategies, the managers of large firms in 
concentrated industries should be more willing to invest in research and 
development than the managers of small firms operating in atomistic indus- 
tries (Kamien & Schwartz, 1982). The former tend to be relatively well insu- 
lated from competitive pressures and are thus better able to internalize the 
benefits of R&D investments that yield new products and processes. Indus- 
trial organization research has revealed that highly capitalized corporations 
display higher levels of R&D intensity than their relatively smaller, but still 
absolutely large, rivals, ceteris paribus (Scherer, 1980). Moreover, even 
among large firms, the largest will enjoy the greatest economies of scale in 
R&D. For example, previous research has shown size to be related positively 
to both R&D spending and R&D productivity (Rothwell, 1984). Therefore, 
firm size is directly related to R&D intensity. 

To summarize, R&D intensity should vary across diversification catego- 
ries, but only within the context of various environmental and financial 
constraints. Including technological opportunity, current liquidity, debt po- 
sition, industry concentration, and organization size in a model of corporate- 
level R&D spending should thus help isolate the effect of diversification 
strategy on this study's dependent variable of interest. 
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METHODS 
Data 


The firms providing data for this study were drawn from the universe of 
U.S. industrial corporations included in Standard and Poor’s COMPUSTAT 
Services data base. We isolated all manufacturing firms in the data base 
reporting research and development expenditures in the 1980—82 period for 
whom archival data on other relevant organizational and financial attributes 
were available. The 971 such organizations were representative of the For- 
tune 1,000 industrial firms for the period studied.? The size of the group 
seemed more than adequate to support the analysis used in the study; the 
number of firms reporting R&D expenditure and the number of firms that 
were available on the segment data from COMPUSTAT used to create the 
diversification strategy variable were the primary limits on group size. 


Dependent Variable 


R&D intensity, the dependent variable used in the study, was measured 
as a firm's reported spending on research and development per $1,000 of 
sales. This variable is the most commonly used measure in studies of R&D 
intensity (Hambrick & MacMillan, 1985). Of course, R&D intensity is not a 
perfect measure of innovation in a corporate setting. For example, R&D in- 
tensity is likely to be lower in large firms; small, entrepreneurial, high- 
technology firms háve reported R&D-to-sales ratios of 20—25 percent, levels 
virtually never observed in large corporations. Moreover, to the extent that a 
firm skillfully leverages its R&D spending through the successful marketing 
of new products and services, its R&D intensity will be lower than that 
reported by less skillfully leveraged firms. Consequently, within reasonable 
limits of sales volume and time, low R&D intensity ratios may actually be a 
positive indicator of innovativeness. Finally, in firms that have diversified 
into areas in which the level of R&D required to maintain competitive ad- 
vantage is relatively low, such as some consumer goods and commodities, 
low levels of R&D spending should not be taken to suggest low levels of 
innovativeness. Fortunately, among 971 firms, these differences should tend 
to be nonsystematically distributed across the four strategy types of interest. 

Such distribution notwithstanding, it is clear that care must be taken in 
interpreting the results of models of corporate R&D spending. Consequently, 
the dependent variable we used was meant to reflect only what it mea- 
sures—the intensity of investment in the inputs supporting the innovation 


3 The group studied consists of a broader range of firms than would be found in the Fortune 
1,000 industrial firms because some larger firms did not report R&D expenditure or the segment 
data necessary to calculate the diversification variable. Although we believed the group to be 
representative of the Fortune 1,000, the 971 firms studied includes some smaller firms reporting 
R&D expenditure that would not be found in the Fortune 1,000. 


320 l Academy of Management Journal June 


process——rather than innovation itself. Moreover, by using the economic 
covariates described in the preceding section, we sought to adjust our anal- 
ysis for intervening influences. 


Control Variables and Covariates 


According to Wilson, technological opportunity should be prominent in 
industries producing "primarily durable final goods" or “products with 
complex configuration options" (1977: 175). In addition, firms operating in 
industries with a high level of technological opportunity tend to produce 
products for which there is a "richness of opportunities for new product 
breakthroughs" (Wilson, 1977: 176). The lowest levels of technological op- 
portunity are found in industries producing mostly nondurable goods and 
services —commodities, for example— with simple or few configuration op- 
tions and limited opportunities for new product breakthroughs. 

Average industry R&D intensity for 1980—82 represented technological 
opportunity in this study. Average industry R&D intensity was R&D expen- 
diture divided by sales averaged for all firms in an industry; we then aver- 
aged this number across the three-year time frame, 1980—82. This variable 
was created for all three-digit Standard Industrial Classification (SIC) code 
categories from the universe of approximately 6,500 firms on the COM- 
PUSTAT tapes for which R&D expenditure and sales data were available. 
Industries with the highest levels of technological opportunity included 
chemicals, computers, drugs, aerospace equipment, electrical equipment, 
precision instruments, and photographic equipment and supplies. Indus- 
tries with the lowest levels of technological opportunity were metals, stone, 
clay, glass, textiles, food, wood, and paper products. 

A standard measure of liquidity is the current ratio, or current assets 
divided by current liabilities, and we used this ratio as a measure of the 
funds available for allocation to research and development. Size was mea- 
sured by the natural logarithm of total assets. Industry concentration was 
measured by a Herfindahl index* of the three-digit SIC code for the primary 
industry by which each firm was classified in the COMPUSTAT data = 
The Herfindahl index of industry concentration (H) was given by H; 

(1 — (market share,)*), where i is the number of firms in the EECH anc 
market share, is the market share for the firm. As a result, differences in this 
` ratio across firms should capture relative concentration and therefore market 
power within the group of firms.? 


* For a recent discussion of the Herfindahl index as a measure of market power, see Sleu- 
waegen and Dehandschutter (1986). 

8 [t is possible that a dominant business may represent only a small portion of total revenue 
for highly diversified firms. However, a firm's orientation and distinctive competencies tend to 
focus on strategic issues involved in its primary industry. Therefore, allocation of resources is 
likely to be based on a historical orientation to a primary industry (Galbraith & Kazanjian, 1986). 
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TABLE 1 
Examples and Outcomes for Components of the Entropy Measure 
of Diversification? 
Sales 
Group 1° ^ A Group 2 Diversification 
Total Segment 1 Segment 2 Segment 1 Segment2 Segment3 Total Related Unrelated 

100 100 
100 95 5 0.20 0.20 
100 90 10 0.32 0.32 
100 80 10 10 0.64 0.32 0.32 
100 70 20 10 0.80 0.48 0.32 
100 60 10 10 10 10 1.23 0.62 0.61 
100 20 20 20 20 20 1.61 0.94 0.67 


* The measure was derived from Palepu (1985). 
> Groups refer to type of business; segments refer to product line within businesses. Groups 
are different 2-digit SIC codes, and segments are 4-digit codes with the same first two digits. 


Diversification Strategy Variables 


The entropy measure of diversification (Amit & Livnat, 1988; Jacquemin 
& Berry, 1979; Palepu, 1985), which is commonly used in industrial organi- 
zation studies, was employed to form meaningful diversification strategy 
types for this study. The entropy measure of diversification was defined as 
= P, In (1/P,), where P is the sales (dollar value) attributed to segment i and 
In (1/Pj) is the weight for each segment i, or the logarithm of the inverse of its 
sales. The measure thus took into account both the number of segments in 
which a firm operated and the relative importance of each segment in total 
firm sales. 

This measure was attractive because it could be broken down into two 
components, an unrelatedness component and a relatedness component, so 
that DT = DR + DU, where DT is total diversification and DR and DU are 
entropy measures of related and unrelated diversification. DR was defined as 
the related diversification arising out of operating in several segments within 
an industry group, whereas DU was defined as unrelated diversification 
between industry groups. We used SIC codes to define the industry segments 
and groups, treating two-digit SIC industries as the industry groups and 
four-digit SIC industries as the industry segments.® Table 1 provides an 
illustration of the components of the entropy measure and resulting calcu- 
lations. The DR and DU components of the diversification measure were 
calculated from Standard and Poor's COMPUSTAT segment file for 1980— 
82. We chose those years because many large firms representative of the 
group studied subsequently underwent an era of restructuring. 


? For more detailed information on the formation of these components, see Palepu (1985). 
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A simple K-means clustering algorithm (Hartigan, 1975) was used to 
identify corporate strategy types from these two components. Both business- 
and corporate-level strategy research have often used this method to form 
strategy categories (Hambrick, 1984). The algorithm forms centroids based 
on mean distances so that all distances between observations in the same 
cluster are less than all distances between observations in different clusters. 

The two variables, DR and DU, were clustered to form the four corporate 
strategy types: dominant-business, related-constrained-business, related- 
linked-business, and unrelated-business. This clustering provided a punc- 
tuated continuum within the basic M-form framework, ranging from firms 
that have not diversified greatly to those that are highly diversified. As was 
discussed earlier in this article, a mixture of strategic and financial controls 
is much more likely to occur in dominant-business and related-constrained 
M-form firms; in related-linked and unrelated M-form firms, financial con- 
trols are much more likely to dominate (see Figure 1). To the extent that this 
is the case, differences across DT, the continuous measure of diversification 
we used in the test of Hypothesis 1, and across the diversification categories 
used in the test of Hypothesis 2 are likely to lead to differences in R&D 
intensity. Table 2 presents the means and standard deviations associated 
with each major strategy type. 

A median split methodology was also used to arrive at corporate strategy 
gestalts. The results from this approach produced similar empirical out- 
comes, but we deemed the clustering approach more sound. We also tested 
the reliability of empirically derived categories. We gave a subgroup of firm 
names to three independent analysts who sought, using the more subjective 
methodology described by Rumelt (1974), to classify the firms into corre- 
sponding categories. Averaging and correlating the independent analysts’ 
ratings with those used here resulted in a correlation coefficient of .58. The 
results of this analysis mirror those of Montgomery (1982), who found that 
the SIC-based method provided results highly comparable to Rumelt’s. 


TABLE 2 
Strategy Categories Resulting from Cluster Analysis of Related 
and Unrelated Components of the Entropy Measure of Diversification* 


Clusters N Related Unrelated 
Dominant-business 525 0.374 0.399 
(0.324) (0.327) 
Related-constrained 78 1.322 0.243 
(0.258) (0.236) 
Related-linked 211 0.757 0.960 
(0.258) . (0.239) 
Unrelated 160 0.238 1.370 
(0.192) (0.267) 


* Means are shown, with standard deviations in parentheses. 
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Data Analysis 


Table 3 reports means, standard deviations, and intercorrelations among 
key study variables. As Table 3 shows, intercorrelations among the full set of 
independent variables were sufficiently low to preclude the problem of un- 
stable coefficients in the regression and analysis of covariance procedures. 
Regression, one-way analysis of variance, and analysis of covariance were 
employed to assess the validity of the study’s central hypothesis. We used 
regression analysis to provide information on the overall direction and signs 
of all independent variables, and dummy variable regression to evaluate the 
categorical specification. Each strategic category derived from the cluster 
analysis was assigned a value of unity if it was included in the category and 
a value of zero otherwise. We employed one-way analysis of variance with 
associated examination of contrasts to show mean differences in R&D inten- 
sity and then added the control variables and covariates to the model 
through an analysis of covariance procedure. From that procedure, we were 
able to derive least-square means adjusted for the covariates. Figure 2 dia- 
grams the adjusted means to show the pattern of results for each strategy 
category in relation to R&D intensity. 


RESULTS 


Table 4 presents the initial results of testing the hypotheses. The results 
for the first regression equation support Hypothesis 1. The regression esti- 
mate shows a negative relation between the continuous measure of total 
diversification and R&D intensity. 

Also, the results for the second regression equation (Table 4), testing the 
relation between the dummy categories of diversification and R&D intensity 
(Hypothesis 2), show opposing, significant signs for the dominant and un- 


TABLE 3 
Means, Standard Deviations, and Intercorrelations for Variables Overall^ 
Correlations 
Variables Means s.d. 1 2 3 4 . B 8 7 

1. R&D intensity 2.05 3.20 
2. Current ratio 2.53 1.08  .15* 
3. Debt/size 47. 42 -A7* —.14* 
4. Size 5.25 1.85 —.02  —.35* —.04 
5. Concentration 83 12 us -.02 -.02 .08* 
6. Total diversi- 

fication 1348  .52 -—.18* —.23* Ans  .45*  .05 
7. Related diversi- 

fication 51 Ai —.02 -—.07* Dé .24* 10* ` .46* 


8. Unrelated diversi- 
fication .66 49  —.17* -—.18* .06* .29* —.03 .64*  —.35* 


^N = 971. 
"pe Dë 
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TABLE 4 
Results of Regression Analysis Examining the Relationship 
Between Diversification and R&D Intensity" 


Continuous Measure Categorical Measure 
of Diversification of Diversification 
Variables Weight t Weight t 
Intercept — 0.23 0.30 — 0.94 0.84* 
Total diversification —0.92 —4.58* 
Diversification strategies 
Dominant-business 0.84 3.46* 
Related-constrained — 0.09 0.28 
Related-linked^ 
Unrelated — 0.64 2.15* 
Technological opportunity 0.05 12.88** 0.05 12.78** 
Concentration 1.87 2.48* 1.72 2.29* 
Size 0.16 2.66* 0.13 2.34* 
Current ratio 0.34 3.61** 0.32 3.46** 
Debt/size — 2.60 —3.32** — 2.37 —3.04** 
R? .23** .23** 
a N = 971. 
> See the intercept for relevant statistical test. 
*p«.05 
**p«.01 


related categories. The regression coefficient for the related-constrained cat- 
egory is not statistically significant. Since the related-linked strategy was the 
omitted category in the dummy-variable regression analysis, these results 
suggest that R&D intensity in the two related categories is essentially the 
same in the firms studied, a finding generally supportive of Hypothesis 2 
because R&D intensity is significantly higher in the dominant-business cat- 
egory relative to the intercept (related-linked), and the unrelated category is 
significantly lower than the intercept in R&D intensity. Support for Hypoth- 
esis 2 is only qualified by the fact that R&D intensity for related-constrained 
firms is not significantly different from that for related-linked firms (inter- 
cept). Moreover, the other covariates are all statistically significant and have 
the anticipated signs." 

Results for a one-way analysis of variance (not shown in any table) 
suggest support for the hypotheses (F4 95; = 13.36, p < .01). Table 5 displays 
results of an analysis of covariance, which provides a much more conserva- 
tive test of the hypotheses. The overall model was statistically significant 
(F — 36.36, p « .0001), with an R? of .23. Figure 2 shows the mean levels of 
R&D intensity by strategy type adjusted for the influence of the covariates. It 


* The same analysis with R&D spending per employee as the intensity measure produced 
equivalent results. This was the case for all the results reported below. 
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TABLE 5 
Results of Overall Analysis of Covariance for the Relationship 
Between Strategy Categories and R&D Intensity 


Source F 
Strategy categories 11.42** 
Covariates 
Technological opportunity 163.39** 
Current ratio 11.95** 
Debt/size 9.26** 
Size 5.46* 
Concentration 5.26* 
Overall model 36.36** 
R? = .23 
*p < 05 
xk p< 01 


is readily apparent from the modeling that R&D intensity is lower in more 
diversified multidivisional firms, providing general support for the hypoth- 
eses. 


DISCUSSION 


The results reported above reveal that the average intensity of spending 
on research and development differs, all else being equal, across firms with 
different diversification strategies. Although these results tend to support 
the hypotheses examined in this research, it also may be possible that firms 
engaging in unrelated diversification strategies happen to do so by entering 
industries that are less R&D intensive. To test that idea, we examined the 
interaction between the diversification categories and our technological op- 
portunity variable. Although previous research (Bettis, 1981) has suggested 
that a similar interaction may influence performance, none of the interac- 
tions in our analysis were significant. Therefore, although the present work 
cannot be considered conclusive, we appear to have interpreted the theory 
and the empirical results correctly. 

However, as in previous work (Hambrick & MacMillan, 1985), the tech- 
nological opportunity variable does explain the most variance in the model. 
Although the diversification variable explains little total variance, it is the 
second strongest variable in the model. Its strength suggests that strategic 
concerns emerge after firms set up environmental constraints through initial 
strategic choices. It also may suggest that further work be done in relating 
specific internal control attributes to managerial risk propensity. 

Although we did not measure the internal control attributes of the var- 
ious diversification strategies directly, the study’s empirical results and the- 
ory development are generally in line with previous research on corporate 
strategy and business-level strategy implementation. In one such study, 
Burgelman examined the role played by corporate managers in multidivi- 
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FIGURE 2 
Adjusted Means for R&D Intensity by Strategy Category 


R&D Intensity 
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sional firms and concluded that their “major contribution is precisely the 
manipulation of the structural context within which ... [R&D] proposal 
generation takes place” (Burgelman, 1983b: 64). Bower’s (1972) work on the 
role of top management in setting the direction of divisional decision mak- 
ing in diversified firms similarly suggested-that corporate strategy defines 
the premises for divisional strategy. Our results thus fail to contradict pre- 
vious theory suggesting that diversification strategies, internal M-form con- 
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trol systems, and managers’ willingness to invest in research and develop- 
ment are related. 

The results reported above also fail to contradict Gupta's (1987) conclu- 
sion that openness in corporate-SBU relations, and subjectivity in assessing 
divisional performance, facilitate division managers' willingness to give im- 
petus to risky projects. Gupta's work was based on the information- 
processing perspective on organization design, according to which matching 
an organization's information-processing capacity with its information- 
processing requirements enhances organizational effectiveness (Egelhoff, 
1982; Galbraith, 1973; Hill & Hoskisson, 1987; Tushman & Nadler, 1978). 
From that perspective, corporate managers interested in encouraging aggres- 
sive proposals requiring investments in research and development should 
pursue dominant-business or, at most, related-constrained diversification 
strategies. Firms that adopt more highly diversified strategies and find it 
necessary to implement them with a greater emphasis on financial controls 
may expect R&D spending to be reduced in their component divisions. 

Of course, we only tested the cross-sectional nature of the relationship 
between diversification and R&D intensity. Consequently, it may be that 
R&D intensity influences diversification. Economic research, as we noted 
earlier in this article, has posited a positive association between R&D and 
diversification (Link & Long, 1981; Nelson, 1959; Penrose, 1959), and stra- 
tegic management research has predicted that R&D intensity will follow as a 
consequence of diversification owing to the economies of scope and en- 
hanced R&D efficiency diversification allows (e.g., Hambrick & MacMillan, 
1985). Since our results indicated that R&D intensity and diversification are 
inversely related overall, it is important to square these results with previous 
theory. 

As discussed in the introduction, in the early post- World War II era 
firms may have diversified in order to exploit excess technological re- 
sources, so analysts have predicted a positive association between diversi- 
fication and R&D intensity (Nelson, 1959; Penrose, 1959). Others have ar- 
gued that diversification strategies are implemented through the adoption of 
M-form structure and controls (Chandler, 1962; Galbraith & Kazanjian, 1986; 
Rumelt, 1974; Williamson, 1975). Williamson further argued that increased 
R&D spending may follow the adoption of M-form structure and controls to 
the extent that an internal capital market system enhances division manag- 
ers' tolerance for risky strategies (Williamson, 1985). From this perspective, 
early research and development efforts lead to diversification, which leads 
to M-form structure and controls and, hence, to more R&D spending. 

Others, however, have maintained that the implementation of diversi- 
fication strategies using M-form structure and internal controls may actually 
discourage risk taking and lead managers to subordinate long-term invest- 
ment in research and development to more immediate performance objec- 
tives (Burgelman, 1983a, b; Hayes & Abernathy, 1980; Hill, Hitt, & Hoskis- 
son, 1988). That is, diversification, whatever the cause, leads to M-form 
structure and controls, which then lead to risk averseness manifested in 
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FIGURE 3 
Diversification Strategy, M-form Controls, and R&D Intensity 
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reduced R&D intensity. Figure 3 summarizes these perspectives and at- 
: tempts to illustrate how future research may reconcile them. 

The figure suggests that the particular effects of alternative internal con- 
trol strategies operating in M-form firms may moderate the relation between 
diversification strategy and R&D intensity. Early in the history of multidivi- 
sional structures, firms exploited excess technological resources through 
diversification. To implement diversification, firms adopted M-form struc- 
tures and established the requisite internal control strategies. Firms that 
chose to limit diversification to dominant-business and related-constrained 
strategies appear to have been able to use information processing and control 
strategies that favored risk taking at a divisional level; firms that went on to 
become related-linked and unrelated diversifiers shifted their emphasis 
from strategic controls to financial controls. Recent research in strategy im- 
plementation (e.g., Hoskisson & Hitt, 1988) has suggested that such a shift in 
control emphasis inhibits risk taking. Figure 3 thus attempts to illustrate the 
need to consider diversification strategies and associated controls when as- 
sessing the relation between diversification, M-form structure, and R&D in- 
tensity in large multiproduct firms. 


IMPLICATIONS FOR FUTURE RESEARCH 


In assessing the type of corporate diversification strategy a firm imple- 
ments, Williamson suggested that is is important to consider issues of both 
"efficiency, with respect to a given goal, and effectiveness, with respect to 
the choice of goals" (1975: 132). The research presented here tends to 
support this view. Firms implementing related-linked and unrelated strate- 
gies may maintain their efficiency in terms of production and information 
costs but may induce short-term, risk-averse behavior at the division level 
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in the process. Intense R&D seems to be the specialty of dominant-business 
and, to some degree, related-constrained firms. In such organizations, it may 
be easier for top management to reward division managers on the basis of 
both the quality of their strategic decisions and the outcomes of those deci- 
sions. Establishing whether that is the case is a worthy objective for future 
empirical research. 

An additional implication of the study is that neither support nor crit- 
icism of the M-form structure is appropriate without due consideration of 
the effects of corporate diversification strategy. This institutional arrange- 
ment should not necessarily be singled out as an important structural cause 
of the short-term orientation of U.S. management and reduced U.S. compet- 
itiveness. Rather, it may be that corporate strategies, structures, and internal 
controls entail trade-offs. In this regard, it is especially important to note that 
the controls influencing R&D intensity in large, diversified firms may be 
directed at managing diversification rather than innovation. Efforts to un- 
derstand recent developments in the performance of U.S. business firms may 
benefit from taking that likelihood into consideration. 

Finally, because this archival research uncovered a negative relation 
between diversification and R&D intensity, the obvious next step should be 
a field study that provides measures of the control system attributes that 
apparently map into the various approaches to diversification. 


REFERENCES 


Ackerman, R. W. 1970. Influence of integration and diversity on the investment process. Ad- 
ministrative Sclence Quarterly, 15: 341—351. 


Allen, S. A. 1978. Organizational choices and general management influence networks in di- 
visionalized companies. Academy of Management Journal, 21: 341—365. 


Amit, R., & Livnat, J. 1988. Diversification and the risk-return trade-off. Academy of Manage- 
ment Journal, 31: 154—166. 


Armour, À., & Teece, D. 1978. Organizational structure and economic performance: A test of the 
multidivisional hypothesis. Bell Journal of Economics, 9: 106—122. 


Berg, N. A. 1965. Strategic planning in conglomerate companies. Harvard Business Review, 
43(3): 79—92. 

Bettis, R. A. 1981. Performance differences in related and unrelated diversified firms. Strategic 
Management Journal, 2: 379—394. 


Bower, J. L. 1972. Managing the resource allocation process. Homewood, Ill.: Richard D. 
Irwin. 


Burgelman, R. A. 1983a. A process model of internal corporate venturing in the diversified 
major firm. Administrative Science Quarterly, 28: 223—245. 

Burgelman, R. A. 1983b. A model of the interaction of strategic behavior, corporate context, and 
the concept of strategy. Academy of Management Review, 8: 61—70. 


Chandler, A. 1962. Strategy and structure: Chapters in the history of American industrial 
enterprise. Cambridge, Mass.: MIT Press. 


Comonar, W. S. 1967. Market structure, product differentiation, and industrial research. Quar- 
terly Journal of Economics, 81: 639—657. 


330 Academy of Management Journal June 


Dearden, J. 1960. Problems in decentralized profit responsibility. Harvard Business Review, 
38(3): 79—88. 


Dearden, J. 1968. The case against ROI control. Harvard Business Heview, 47(3): 124—135. 


Donaldson, L. 1986. The management of risk: Structural portfolio effects and the M-form. 
Working paper, Australian Graduate School of Management, University of New South 
Wales, Kensington, N.S.W., Australia. 

Dundas, K. N. M., & Richardson, P. R. 1982. Implementing the unrelated product strategy. Stra- 
tegic Management Journal, 3: 287—301. 

Eccles, R. G., & Carley, K. M. 1987. Strategy, structural centralization, transfer pricing, and 
cost allocation in the multi-profit center firm. Working paper, Graduate Schoo! of Busi- 
ness Administration, Harvard University. 


Egelhoff, W. G. 1982. Strategy and structure in multinational corporations: An information 
processing approach. Administrative Science Quarterly, 27: 435—458. 


Foster, R. N. 1982. A call for vision in managing technology. McKinsey Quarterly (Summer): 
26-36. 


Galbraith, J. R. 1973. Designing complex organizations. Reading, Mass.: Addison-Wesley. 


Galbraith, J. R., & Kazanjian, R. K. 1986. Strategy, implementation: Structure, systems, and 
process. St. Paul, Minn.: West Publishing. 


Grabowski, H. G. 1968. The determinants of industrial research and development: A study of 
the chemical, drug, and petroleum industries. Journal of Political Economy, 76: 292—305. 


Greiner, L. E. 1972. Evolution and revolution as organizations grow. Harvard Business Review, 
50(4): 37—48. 

Gupta, A. K. 1987. SBU strategies, corporate-SBU relations, and SBU effectiveness in strategy 
implementation. Academy of Management Journal, 30: 477—500. 


Gupta, A. K., & Govindarajan, V. 1988. Resource sharing among SBUs: Strategic antecedents and 
administrative implications. Academy of Management Journal, 29: 695—714. 


Hambrick, D. C. 1984. Taxonomic approaches to studying strategy: Some conceptual and meth- 
odological issues. Journal of Management, 10: 27—41. 


Hambrick, D. C., & MacMillan, I. 1985. Efficiency of product R&D in business units: The role of 
strategic context. Academy of Management Journal, 28: 527 —547. 


Hartigan, J. A. 1975. Clustering algorithms. New York: John Wiley & Sons. 


Hayes, R. H., & Abernathy, W. J. 1980. Managing our way to economic decline. Harvard Busi- 
ness Review, 58(4): 87—77. 


Hill, C. W. L., Hitt, M. A., & Hoskisson, R. E. 1988. Declining U.S. competitiveness: Innovation, 
the M-form structure and the capital markets. Academy of Management Executive, 2: 
51-60. 


Hill, C. W. L., & Hoskisson, R. E. 1987. Strategy and structure in the multiproduct firm. Acad- 
emy of Management Review, 12: 331—341. 


Hill, C. W. L., & Pickering, J. F. 1986. Divisionalization, decentralization and performance of 
large United Kingdom companies. Journal of Management Studies, 23: 26—50. 


Hoskisson, R. E. 1987. Multidivisional structure and performance: The contingency of diversi- 
fication strategy. Academy of Management Journal, 30: 625—644. 


Hoskisson, R. E., & Hitt, M. A. 1988. Strategic control systems and relative R&D investment in 
large multiproduct firms. Strategic Management Journal, 9: 605—621. 


Jacquemin, A. P., & Berry, C. H. 1979. Entropy measure of diversification and corporate growth. 
Journal of Industrial Economics, 27: 359—309. 


1989 Baysinger and Hoskisson 331 


Jaeger, A. M., & Baliga, B. R. 1985. Control systems and strategic adaptations: Lessons from the 
Japanese experience. Strategic Management Journal, 6: 115—134. 


Kamien, M. I., & Schwartz, N. L. 1982. Market structure and innovation. Cambridge, U.K.: 
Cambridge University Press. 


Kay, N. M. 1982. The evolving firm: Strategy and structure in industrial organization. New 
York: St. Martin’s Press. 


Karr, J. L. 1985. Diversification strategy and managerial rewards: An empirical study. Academy 
of Management Journal, 28: 155—179. 


Link, A. L., & Long, J. E. 1981. The simple economics of basic scientific research: A test of 
Nelson's diversification hypothesis. Journal of Industrial Economics, 30: 105—109. 


Loescher, S. M. 1984. Bureaucratic measurement, shuttling stock shares, and shortened time 
horizons: Implications for economic growth. Quarterly Review of Economics and Busi- 
ness, 24(4): 1—23. 


Lorsch, J. W., & Allen, S. A. 1973. Managing diversity and interdependence. Boston: Division 
of Research, Graduate School of Business Administration, Harvard University. 


McEachern, W., & Romeo, A. 1978. Shareholder control, uncertainty and allocation of resources 
to research and development. Journal of Industrial Economics, 26: 349—361. 


Mintzberg, H. 1978. Patterns of strategy formulation. Management Science, 24: 934—948. 


Montgomery, C. A. 1982. The measurement of firm diversification: Some new evidence. Acad- 
emy of Management Journal, 25: 299-307. 


Nelson, R. R. 1959. The simple economics of basic science research. Journal of Political Econ- 
omy, 67: 297—308. 


Norburn, D., & Miller, P. 1981. Strategy and executive reward: The mis-match in the strategic 
process. Journal of General Management, 6(2): 17—27. 


Palepu, K. 1985. Diversification strategy, profit performance, and the entropy measure. Strate- 
gic Management Journal, 6: 239—255. 


Penrose, E. 1959. The theory of the growth of the firm. Oxford: Oxford University Press. 


Phillips, A. 1966. Patents, potential competition, and technical progress. American Economic 
Review, 56: 301—310. 


Pitts, R. 1977. Strategies and structures for diversification. Academy of Management Journal, 
20: 197—280. 


Pitts, R., & Hopkins, H. D. 1982. Firm diversity, conceptualization and measurement. Academy 
of Management Review, 7: 620—629. 


Porter, M. E. 1980. Competitive strategy. New York: Free Press. 
Porter, M. E. 1985. Competitive advantage. New York: Free Press. 


Porter, M. E. 1987. From competitive advantage to corporate strategy. Harvurd Business Re- 
view, 65(3): 43—59. 

Rappaport, A. 1978. Executive incentives vs. corporate growth. Harvard Business Review, 
56(4); 81—88. 

Rothwell, R. 1984. The role of small firms in the emergence of new technologies. Omega, 12: 
19-29. 


Rumelt, R. P. 1974. Strategy, structure, and economic performance. Cambridge, Mess.: Har- 
vard University Press. 


Rumelt, R. P. 1982. Diversification strategy and profitability. Strategic Management Journal, 
3: 359—369. "Uu 
rm 


332 Academy of Management Journal June 


Scherer, F. M. 1967. Research and development resource allocation under uncertainty. Quar- 
terly Journal of Economics, 81: 359—394. 


Scherer, F. M. 1980. Market structure and economic WEE Chicago, Ill.: Rand McNally 
& Co. 


Sleuwaegen, L., & Dehandschutter, W. 1986. The critical choice between the concentration ratio 
and the H-index in assessing industry performance. Journal of Industrial Economics, 35: 
193—208. 


Smith, C. L., & Warner, J. B. 1979. Bankruptcy, secured debt, and optimal capital structure: A 
comment. Journal of Finance, 34: 247—251. 


Solomon, D. 1968. Divisional performance: Measurement and control. Homewood, Ul.: Rich- 
ard D. Irwin. 


Stonich, P. J. 1981. Using rewards in implementing strategy. Strategic Management Journal, 2: 
345—352. 


Tushman, M. L., & Nadler, D. A. 1978. Information processing as an integrating concept in 
organizational design. Academy of Management Review, 3: 613—602. 


Williamson, O. E. 1970. Corporate control and business behavior. Englewood Cliffs, N.J.: 
Prentice-Hall. 


Williamson, O. E. 1975. Markets and hierarchies: Analysis and antitrust implications. New 
York: MacMillan Free Press. 


Williamson, O. E. 1985. The economic institutions of capitalism: Firms, markets, and rela- 
tlonal contracting. New York: MacMillan Free Press. 


Wilson, R. W. 1977. The effects of technological environment and product rivalry on R&D effort 
and licensing of inventions. Review of Economics and Statistics, 59(2): 171—178. 


Young, J. A. 1985. Global competition: The new reality. California Management Review, 
27(3): 11—25. 


Barry Baysinger is an associate professor of management in the College of Business 
Administration at Texas A&M University. Professor Baysinger received his Ph.D. degree 
in economics from the Virginia Polytechnic Institute and State Unversity. His research 
interests include organizational economics, strategy implementation, and organiza- 
tional design. 


Robert E. Hoskisson is an assistant professor of management in the College of Business 
Administration at Texas A&M University. He received his Ph.D. degree in management 
from the University of California, Irvine. His current research interests include the 
relationship between multidivisional structural controls and performance and mana- 
gerial commitment to innovation. 


© Academy of Management Journal 
1889, Vol. 32, No. 2, 333—352. 


STRATEGIC GROUP DYNAMICS 


BRIANCE MASCARENHAS 
New York University 


A longitudinal study was conducted of strategic group dynamics over 
periods of economic stability, growth, and decline in international off- 
Shore oil-drilling. Some changes in group strategy were observed dur- 
ing economic growth and decline. Mobility rates among groups were 
observed to be higher during economic decline than during stability or 
growth; mobility was also higher between similar groups than between 
dissimilar groups. The number of groups remained to a large extent the 
same for an extended period, with the formation of only one additional 
group. The conditions leading to the formation of this new group are 
documented. 


Most studies of strategic groups have employed static analysis and im- 
plicitly assumed that groups are a stable element of market structure. With . 
static analysis, however, research cannot examine if in fact groups are stable 
over time or investigate fundamental questions about group formation, 
evolution, and types of change. 

Dynamic analysis, which examines change over time, may prove valu- 
able for the analysis of strategic groups. First, a dynamic analysis can verify 
whether or not an equilibrium exists and can assess the sensitivity of find- 
ings to diverse conditions (Tuma & Hannan, 1984). Static approaches, in 
contrast, implicitly assume that relationships are unchanging and empha- 
size equilibrium, so they may be misleading when those conditions do not 
hold. Second, dynamic analysis can provide additional insights through an 
examination of the events preceding an outcome. It is difficult to develop 
such an understanding by examining only contemporaneous data. 


ANALYTICAL FRAMEWORK 


A prerequisite for analyzing strategic group dynamics is the develop- 
ment of a framework of analysis. The framework detailed in Figure 1 sug- 
gests that an initial strategy change by some firms in a group can result in 
three different outcomes: a change in group strategy, a change in group 
membership, or a change in the number of groups. Which outcome emerges 
is based on (1) whether other group members match an initial change in 


The study has benefited from the comments of Charles Fombrun, Stephen Kobrin, Thomas 
Pugel, Ruth Raubitschek, William Starbuck, and the Academy of Management Journal's re- 
viewers. 
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FIGURE 1 
Relationships Among Changes in Firm Strategy, Group Strategy, 
Group Membership, and Number of Groups 
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strategy by some firms in a group and (2) whether the revised strategy is 
similar to that of other strategic groups. 

Some firms in a strategic group may change their strategy. If all other 
members of the group match the change in strategy the result will be a 
change in group strategy. In the present context, group strategy refers to the 
strategies of all members of a group and not to a collusive strategy at a group 
level. Strategies of group members may not be identical. If an initial change 
results in a strategy that parallels the strategy of another strategic group and 
if all the other members of the initial group do not follow, group membership 
shifts occur. Finally, if the initial change does not result in a strategy that 
coincides with the strategy of another existing strategic group and if not all 
other members match the strategy change, an additional strategic group will 
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be formed. The processes that may generate these three outcomes are exam- 
ined in turn. 


Change in Group Strategy 


An analysis of changes in group strategy constitutes what Starbuck 
(1976) termed the “anatomy of conformity." Changes in group strategy may 
occur under conditions of economic stability, growth, and decline. Central 
debates in the literature concern the extent to which populations are stable 
and the extent to which environments determine organization adaptation 
(Astley & Van de Ven, 1983). 

According to the population ecology perspective, populations of orga- 
nizations are largely stable (McKelvey, 1982), and organizations are mostly ` 
unadaptable because of constraints in their founding technologies (Astley, 
1984) and because environmental changes select particular organizations 
rather than promote adaptation. This view would suggest that few changes 
in group strategy occur. 

According to the adaptation perspective, in contrast, organizations are, 
in fact, adaptable and try to adapt to environmental changes (Meyer & 
Rowan, 1977). Similarly, the traditional Mason-Bain industrial economics 
paradigm (Bain, 1968) holds that industry structure drives firms' conduct 
and performance (Porter, 1981). Environmental change, such as economic 
growth or decline, may result in misalignments between an organization and 
its environment, reducing the effectiveness of its current strategy (Porter, 
1980) and may precipitate strategy changes intended to improve alignment 
(Friesen & Miller, 1986). The adaptation and industrial organization eco- 
nomics perspectives suggest that environmental shifts drive strategy changes 
that may result in changes in group strategy. 

Population ecology, organizational adaptation, and traditional indus- 
trial organization economics, however, all reflect a deterministic approach. 
They thus ignore strategic decision makers' likely choice of enacting or 
interpreting different environments (Starbuck, 1982; Weick, 1979) and orga- 
nizational power-holders' discretion in courses of action or ability to influ- 
ence their environment (Bourgeois, 1984; Child, 1972; March, 1981). 

In the pharmaceuticals industry, for example, Cool and Schendel (1987: 
1120) observed group strategy changes and attributed them to both exoge- 
nous discontinuities and endogenous initiatives. Similarly, Tushman and 
Anderson (1986: 463) suggested that technology advances through compe- 
tition between alternative technologies promoted by rivalrous organizations. 
And Bourgeois (1985) observed no relationship between environmental vol- 
atility and number of organizational goals, an indicator of adaptiveness, 
suggesting that there may be discretion in adapting. 

All the perspectives discussed allow for group strategy changes but 
differ as to the suggested extent and source of such changes. Thus, the first 
research questions investigated were: (18) To what extent do groups change 
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their strategy across periods of economic stability, growth, and decline? and 
(1b) What factors motivate changes in group strategy? 


Change in Group Membership 


Performance differences, possibly related to economic conditions, may 
affect the level and type of firms’ search activities, which may result in 
changes in firms’ domains and intergroup shifts. Unfavorable performance 
encourages firms to undertake solution-driven or survival search activities, 
and favorable performance encourages slack-driven search (March, 1981). 
Survival search is more focused and problem-oriented and involves more 
risk-taking than slack search, which involves unfocused dabbling in new 
and untried activities (March, 1981). As the performance of a firm improves, 
slack-driven search partially replaces solution-driven search, so the relation- 
ship between firm performance and composite search (solution-driven 
search plus slack-driven search) may be U-shaped, higher at low- and high- 
performance levels than at intermediate performance levels (Hrebiniak & 
Joyce, 1985). 

Economic conditions may also affect entry into groups. Entry may be 
more difficult when industry conditions are stable and the bases of compet- 
itive advantage are not changing (Hergert, 1983). Although entry may be 

` easier during growth, when existing firms are not exploiting sales opportu- 

nities rapidly enough (Duetsch, 1975), firms have no compelling need to 
search for a new domain under conditions of growth (Hofer, 1975). Decline, 
however, may motivate survival search, which may result in changes in 
domains and in group membership. During economic decline, the market 
prices of inputs may be low because availability is high. Thus, the ability to 
achieve a cost advantage through levels, mixes, or prices of inputs that are 
superior to those of existing firms tied by prior contractual arrangements 
may encourage new entrants. Further, existing firms with a goal of short- 
term profit maximization and no unit-cost advantage over potential entrants 
may set prices at entry-attracting levels, even though doing so results in 
losses of market share over time (Scherer, 1977). 

Hypothesis 1: Firm mobility will be higher during periods 

of economic decline than during periods of economic sta- 

bility or growth. 

Caves and Porter (1977) conjectured that entry into some groups may be 
easier than entry into others because of differences in the mobility barriers to 
overcome. Oster (1982) observed that membership shifts were asymmetrical 
between groups possibly because of such mobility barrier differences. If 
movement into groups with fewer mobility barriers to be overcome is easier, 
mobility rates may be higher between similar groups. This pattern may occur 
partly because firms are more likely to engage in incremental change, in- 
volving movement into similar groups, than in major or quantum change, 
involving movement into dissimilar groups. 

Hypothesis 2: Mobility rates will be higher between sim- 
ilar groups than between dissimilar groups. 
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Changes in the Number of Strategic Groups 


It is not clear, and admittedly difficult to determine, if environmental 
changes or strategic choice causes changes in the number of strategic groups. 
Cool and Schendel (1987) observed that groups disappeared when members’ 
strategies were no longer viable or when all members shifted to other groups. 
In the population ecology view, those two conditions suggest the presence of 
selection processes, and in the environmental adaptation tradition, they sug- 
gest systematic adaptation processes. 

The strategic choice view, however, suggests that strategic decision 
makers may enact different environments (Weick, 1979) or various interpre- 
tations of environments (Starbuck, 1982). In other words, there is discretion 
in strategic options, and nonunique organizational solutions may accom- 
pany environmental changes (March, 1981). Conceivably, a group may be 
formed if one or more firms choose a new strategy that other firms choose not 
to follow or are unable to imitate and that does not parallel the strategy of an 
existing group. The details of why organizations copy one another some- 
times but not at other times, however, are not well understood (March, 1981: 
225). A new entrant with a different strategy may also form a group, partic- 
ularly in the early stages of an industry’s evolution. A second pair of research 
questions guiding this study were: (2a) Is the number of strategic groups 
stable over time? and (2b) How do strategic groups form or disappear? 


METHODS 
An in-depth analysis was made of firms engaging in international off- 


shore drilling for the 1966—84 period. These firms, which provide drilling 
services to oil companies and national governments, are based in over a 


FIGURE 2 
Trends in Capacity and Capacity Utilization 
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dozen countries and have rigs scattered worldwide. Figure 2 shows the total 
number of industry rigs and the number of rigs working each year during the 
period. 


Identifying Economic Periods 


Two indicators were used to identify periods of economic stability, 
growth, and decline: capacity change, defined as the change in the number 
of industry rigs, and capacity utilization, defined as the proportion of total 

-rigs that were working. These two indicators used jointly offer more insight 
than using either one alone because sometimes capacity expansion de- 
presses utilization and capacity change at times has low responsiveness to 
economic activity when equipment is durable. For example, in an economic 
downturn, the number of rigs will not decrease readily. 

Between 1966 and 1984, three distinct periods can be identified. A 
period of relative economic stability existed between 1966 and 1973; capac- 
ity levels were relatively stable, and some unused capacity existed. In 1973, 
however, with the Organization of Petroleum Exporting Countries’ increase 
in oil prices, there began a growth period tied to the boom in exploration 
seeking to find new oil reserves. This boom, which lasted until 1981, is 
reflected in capacity growth or full capacity utilization during most of the 
period. Beginning in 1981, oil prices collapsed, which led to an industry 
decline, indicated by a leveling of capacity and low capacity utilization. 
Industry executives whom we interviewed confirmed these three basic pe- 
riods and demarcation points. 


Identifying Strategic Groups 


Clearly, accurate and sensitive strategic group identification should be 
based on measures that are relevant to the industry being studied. I inter- 
viewed executives from ten firms, representatives of the industry trade as- 
sociation, analysts at five brokerage houses, and an independent industry 
consultant, in part to obtain suggestions for groupings of firms and variables 
and measures for group definition. The interviewed executives ranged from 
middle-level managers to firm presidents. The firms’ fleets ranged in size 
from 1 to 39 rigs. 

Variables reflecting important strategy dimensions and mobility barriers 
in this industry were chosen to define groups. These variables correspond 
approximately to the basic dimensions that previous research has suggested 
for defining a business: functions served, technology, vertical integration, 
and customer characteristics (Abell, 1980; Abell & Hammond, 1979). De- 
scriptions of the group-defining variables, whose measures are shown in the 
Appendix, follow. . 

Product-line diversity. A wide product line reflects superior experience 
and enables a firm to market multiple products to its customers. There are, 
however, some impediments associated with broadening a product line: the 
foregone efficiencies of not specializing, the human and financial capital 
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requirements for offering additional products, and the uncertainty associ- 
ated with new products. 

Technological capability. Drilling is especially difficult and requires 
sophisticated skills and equipment in deep water where rigs cannot be bot- 
tom-supported and are very susceptible to wave movements and weather 
conditions. It is possible for firms to change their product-line diversity 
without changing their technological capability, and the two dimensions do 
not overlap closely. 

Global spread. Firms expanding abroad have captured frontier-area 
drilling opportunities, and their geographically dispersed fleet may lower rig 
mobilization costs for new drilling locations. Going international, however, 
requires skilled employees who are willing to relocate, a capability for re- 
solving problems scattered worldwide, and an ability to cope with foreign 
exchange risks and various local regulations. 

Vertical integration. Drilling companies typically are independent, 
owned by an oil company, or owned by a national government. Each type of 
integration can retard or encourage particular initiatives. Oil company own- 
ership, for instance, can provide funds and captive markets. A nonintegrated 
drilling firm, however, has greater flexibility in customer choice. State own- 
ership can provide government contracts and subsidies at home; overseas, 
however, state ownership may weaken attempts to generate business from 
nongovernment or foreign government customers because they may see a 
firm owned by a foreign state as inefficient and under its home government's 
domination. 

Marketing orientation. There are three basic types of customers in the 
oil-drilling industry: major oil companies, independent oil companies, and 
national oil companies. An indicator of a firm's espoused (as opposed to 
intended) marketing orientation is its customer type, since each customer 
type requires particular skills or assets. Efficiency and technical capability 
are required for dealing with major oil companies since, being large and 
impersonal, they generally hire contractors largely on the basis of technical 
and economic considerations. Personal relationships and loyalty are more 
important in dealing with smaller, independent oil companies. Dealing with 
state-owned enterprises requires effective agents with political contacts, ne- 
gotiation skills, and long enough time frames to deal with delays caused by 
government bureaucracies; agents also need bartering skills when hard cur- 
rency payments cannot be made because of balance of payments problems. 

We obtained annual data on each firm's rig fleet generated by Offshore 
Data Services, a data service firm that monitors and tracks such character- 
istics as ownership, customer, and location for every industry rig. The data 
include information on the many firms that are privately held and based 
outside the United States. Offshore Data Services collects information from 
sales and operations executives of firms through telephone contact and reg- 
ular mail questionnaires. The information service, though expensive, is con- 
sidered reliable and is used extensively by industry firms, suppliers, and 
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customers. I observed no discrepancy when information on rigs from this ` 
source was cross-checked with data from annual reports of ten U.S. publi- 
cally traded companies. 


Data Analyses 


Table 1 shows the correlation matrix and descriptive statistics for the 
group-defining variables. Nonhierarchical cluster analyses of the firms were 
performed for the seven standardized variables with the nearest-centroid 
sorting method (Anderberg, 1973). The number of clusters specified ranged 
from one up to approximately one-fifth the numer of observations. The 
procedure initially selects observations to be clusters’ seeds to approximate 
cluster means. Observations are then assigned to the nearest seed with the 
objective of minimizing the within-cluster sum of the squared Euclidean 
distances. The seeds are then replaced by the means of the temporary clus- 
ters and the process repeated until no further changes occur in the clusters. 

The cubic clustering criterion (Sarle, 1983) and pseudo-F statistic (Ca- 
linski & Harabasz, 1974) were noted at each level of clustering. The cubic 
clustering criterion is an approximation to the distribution of the R? criterion 
based on the null hypothesis that the data are sampled from a uniform 
distribution on a hyperbox and that clusters are shaped like hypercubes 
(Sarle, 1983: 4). The peaking of the cubic clustering criterion and pseudo-F 


TABLE 1 
Pearson Correlations and Descriptive Statistics 
for Group-defining Measures for 1984 





Variables Means s.d. 1 2 3 4 5 6 
1. Product-line 

diversity 144 0.77 
2. Technological 

capability 1.95 185 .21** 
3. Global spread 0.24 0.92 .39** 17* 
4. Vertical 

integration: 

oil company 0.14 0.08 .30** .20** :22** 
5. Vertical inte- 

gration: state 0.20 0.07 .08 .18*  —.09 12t 
6. Marketing 

orientation: major 

oil company 0.23 0.05 —.02 16* —.02 19* — —.14* 
7. Marketing 


orientation: 
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statistic, indicators for identifying the number of distinct clusters present, 
suggested the presence of relatively tight clusters at the three-cluster level in 
1966, 1973, and 1981 and at the four-cluster level in 1984. I also performed 
cluster analyses for the intervening years as a check on the stability of the 
cluster structure, observing similar patterns of tight clusters at the three- 
cluster level in those years. A distinct strategic group structure persisted for 
a long period of time, consistent with the findings of Cool and Schendel 
(1987). 

The four strategic groups identified were checked for face validity with 
the interviewed executives, who felt that the groups were a meaningful 
representation of industry structure and could clearly identify their firm 
with a particular group. I also examined the group memberships of the 
interviewed executives’ ten firms to identify group-defining variables. In 
1984, two of the ten firms belonged to a group designated group 1, two to 
group 2, five to group 3, and one to group 4. 


RESULTS 
Characteristics of Strategic Groups 


Table 2 details the characteristics of the strategic groups for 1984. The F 
and Tukey tests, of course, should be interpreted in the context of the groups' 
generation by cluster analysis. 

Group 1 firms have a floating rig capability, a broad product line, and 
operations in numerous markets. Group 1 also has the highest proportion of 
firms owned by oil companies. Group 1 can be labeled multinational- 
multiproduct. 

Group 2 is made up of firms that are less likely to have a floating rig 
capability than group 1 firms and that have a more moderate international 
scope and less product diversity than those firms. Smith and Grimm (1987) 
also observed a group of firms that was in the middle on all dimensions. 
They referred to this group as having a contingency strategy, as member 
firms appeared well-positioned to move in any direction. 

Group 3 contains many firms with narrow product lines, operating lo- 
cally instead of internationally. Few of these firms have a floating rig capa- 
bility. This group can be labeled domestically oriented. 

The characteristics and formation of the fourth strategic group will be 
discussed later. 

Table 3 shows the trends in number of firms and rigs for each group. 
Most firm entries into the industry occurred during the growth period. Dur- 
ing the period of decline, the number of firms also increased, as new com- 
panies entered by buying equipment at low prices from banks that had 
repossessed equipment from firms with financial difficulties. New state- 
owned companies also emerged worldwide. 

Although the multinational-multiproduct and contingency strategy 
groups (groups 1 and 2) have fewer firms than the domestically oriented 
group (group 3), the former have firms that were consistently larger than 


Academy of Management Journal June 


342 


100° > d,,, 
10 > dys 
ol >d} 
*sugeur jo suostredmoo ejdpmu ur 3563 s,Áexn 10} (ep: > d) 3ueregrp Ápueogrusre are sdnor , 
"ELL ‘£ ee se[qepreA (Up 201 uropeeug jo seared q 
'[ pu? ‘66 ‘EL ‘OL = N 'Á[eAnoedsez '5—T sdnos8 104 ‘sesoyjuered ur suonerAep prepusjs (rA "UMOTS OIE SUVON y 


RANDE DENDUM n nS nnn eg "—-————— nd 





(990) (z£'0) (E10) Áueduroo [ro [euopeu 
LE'T ££'0 GN 670 910 :uonsjuero Stout 
(9£'0) (9z'0) (£1°0) Auedutoo [ro 1o[uur 
ESO 9£'0 170 820 Zen :uongjuero BURON 
(£*'0) (8€'0) (00'0) 93915 
LVL ' opp €2'0 St'0 00'0 :uore18ejur Teo 
(ze'o) (8£'0) (zs'0). Aueduroo [ro 
AE? 00°0 tr'o DM 0v'0 :uoneisoju] PIRA 
Leo (ze'0) (850) ronde 
Dor? 001 9ro . 9F'0 040 poporo, 
Let (070) (06'0) Lego 
Z < VILE < v x4 S0'£ZG Kä ELL ege 049 peerds Togo 
(070) (8v'0) (020) 
SEILER nv Z0t 00'€ att LE Ore Ayisiaayp ouyn pord 
AS) Aom I, ad (pas pajuapio 4xuesuguo)) jnpoidpmutr sa[qutreA 
tp dnoi5 Ájeopseuroq "doo -Pupe mN suyuyep-dnoig 
1g dnoio :[ dnog 


sP86L 10} sdnouz) 2j8ajexjg Jo SISAL 
zZ YISVI 





1989 Mascarenhas 343 


TABLE 3 
Numbers of Firms and Rigs in the Strategic Groups Over Time® 
Group 1: Group 3: 

Multinational- Group 2: Domestically Group 4: 

multiproduct Contingency Oriented Sedco Totals 
Years Firms Rigs Firms Rigs Firms Rigs Firms Rigs Firms Rigs 
1966 6 48 4 63 31 64 41 175 
1973 11 111 4 50 34 68 49 229 
1981 13 154 9 288 88 276 110 718 


1984 13 147 10 259 99 294 1 39 123 700 


* The average numbers of rigs per firm in 1984 for groups 1, 2, and 3 were respectively 
11.31, 25.90, and 2.96. 


those in group 3 in the average number of rigs for each year. Firms in groups 
1 and 2 may be able to obtain scale economies, for example, in volume 
purchasing or in spare parts maintenance. Since expensive floating rigs com- 
posed a larger proportion of their fleets, group 1 and 2 firms were also larger 
than those in group 3 in average asset size, as the technological capability 
averages in Table 2 reveal. 


Change in Group Strategy 


Research question 1a concerned the extent of group strategy changes 
during periods of economic stability, growth, and decline. In order to detect 
changes in group strategy over time, I compared groups 1, 2, and 3 with 
themselves along the seven definitional variables for the years 1966, 1973, 
1981, and 1984. There were a total of 21 (7 X 3) group dimensions in which 
possible changes could have occurred. I observed significant differences 
(p « .05) over time on three group dimensions using Tukey's test in multiple 
comparisons of means. The findings suggest that though changes in group 
strategy do occur, they do not involve most dimensions and all groups. 

Table 4 shows the three group dimensions with the significant changes. 
Figure 3 shows broad trends for the three strategic groups over the periods of 
economic stability, growth, and decline with respect to these three group- 
defining variables. The figure is based on the levels of the variables at the - 
beginning and end of the periods of interest. The changes may not be linear 
or uniform across the three periods. 

During the period of stability, 1966—73, there were no significant 
changes in group strategy. By the end of the growth period, the multina- 
tional-multiproduct and contingency strategy firms (groups 1 and 2) had 
expanded internationally, possibly reducing intergroup competition for the 
same customers. By the end of the decline period, however, group 1 firms 
had retrenched geographically. During the growth period, group 1 firms had 
also widened their product lines, in part through the adoption of a new type 
of expensive rig, the semisubmersible, which permitted drilling in deep and 
agitated water where other rig types were incapable of operating. 
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TABLE 4 

Significant Changes in Group Strategy* 

Tukey 
Groups Variables 1966 1973 1981 1984 Le test* 
1: Multinational- Global 8.00 7.00 8.33 6.70 5.45** 81 > 84 
multiproduct spread (1.41) (0.82) (1.22) (0.95) 81 > 66 
1: Multinational- Product- 2.75 1.75 3.44 3.40 9.18** 81 73 
multiproduct line (0.50) (0.50) (0.53) (0.70) 84 73 
diversity 

2: Contingency Global 3.17 3.91 4.46 3.85 2.72t 81 > 66 

spread (0.41) (0.94) (1.13) (0.90) 


* Statistics are means with standard deviations in parentheses. 
* Degrees of freedom are 3, 23 and 3, 35 for tests involving groups 1 and 2, respectively. 
© These years are significantly different with p < .05 for Tukey’s test in multiple compar- 
isons of means. 
tp«.10 
**p«.01 


Research question 1b concerned the factors that motivate changes in 
group strategy. The increase in oil prices that began in 1973 raised world- 
wide demand for exploration services. Group 3 firms (domestically oriented) 
remained primarily local because state-owned firms in the group were 
closely regulated and had little freedom to initiate strategic changes (Mahon 
& Murray, 1981) and had to negotiate any strategic changes with political 
constituents (Mazzolini, 1979; Murray, 1978). The small size of many group 
3 firms also constrained their ability to investigate foreign markets and re- 
duced their visibility to and credibility with foreign clients. 

In contrast, group 2 and 3 firms in general did expand internationally. 
Monitoring and imitating was easier for firms in groups 2 and 3 because 
there were fewer members to monitor, because the trade press was more 
likely to cover large firms, and because the firms were more likely to en- 
counter one another in several locations worldwide. 

A subtle, reciprocal dynamic relationship may have existed between 
international spread and product-line diversity. By expanding internation- 
ally, firms developed market expertise that they could potentially use for 
leverage over a wider product line and the new high-cost product, the semi- 
submersible rig. A wider product line, in turn, could facilitate international 
expansion to the extent that start-up costs in a new market could be spread 
over more products. Also, having a broad product line increased the chances 
that a firm would have the right product for the particular operating condi- 
tions in a country. 

During the industry decline following 1981, group 1 firms reduced their 
geographical spread. Some of the marginal, difficult-to-drill new areas into 
which group 1 firms had expanded were the first to turn economically in- 
feasible, and operations in those areas were cut back. Although some rigs 
belonging to group 1 firms became idle, these firms sometimes managed to 
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FIGURE 3 
Trends in Strategic Groups 
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find work for their rigs, which were largely mobile, in other locations where 
they had market expertise and presence. 

Despite these general group trends, there was intragroup variation re- 
flecting differences in strategic choice. Although some companies did ex- 
pand aggressively in the boom period, others were more cautious. For ex- 
ample, both Global Marine and Odeco belonged to group 1. Global Marine's 
chief executive, Russell Luigs, pursued aggressive expansion with high- 
priced rigs and leverage during industry growth, believing that the boom 
would persist or that even if it did not, the firm's new fleet would have an 
edge in obtaining contracts during industry decline. Odeco's chief executive, 
Hugh Kelly, in contrast, opted for limited expansion and accumulation of 
cash during industry growth, with the intention of buying rigs during in- 
dustry decline at lower prices from competitors or rig manufacturers in 
financial difficulty. During industry decline, Odeco expanded its fleet, but 
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Global Marine was unable to meet its debt obligations and filed for bank- 
Tuptcy protection. 


Change in Group Membership 


Cluster analytic assignment of a firm to a different group than it had 
been in during the prior year defined a membership shift. Table 5 shows the 
membership shifts, measured year to year, during the economic stability, 
growth, and decline periods. 

Hypothesis 1 suggested that the mobility rate in the decline period 
would be higher than it was in the stable or the growth period. Using Tukey’s 
test, I performed multiple comparisons of adjusted mobility rates during the 
three periods. The evidence is consistent with Hypothesis 1: the mobility 
rate in the period of decline is higher than it is in either the stable or the 
growth period (p < .01). Further, the mobility rates in the stable and growth 
periods are not significantly different from each other at the .05 level. Inter- 
viewed managers mentioned that although a favorable period might generate 
firm resources that would facilitate intergroup movement, managers have 
little incentive to change groups, particularly when their present environ- 
ment is favorable. 

Table 6 details the strategic groups of origin and destination for the 
membership shifts. Mobility rates are not symmetrical within pairs of 
groups, consistent with Oster’s (1982) findings. 

Hypothesis 2 suggested that rates of mobility would be higher between 
relatively similar groups. As the descriptive statistics in Table 4 suggest, 
group 2 (contingency strategy) more nearly resembled group 1 (multina- 
tional-multiproduct) and group 3 (domestically oriented) than groups 1 and 
3 resembled each other. To test this hypothesis, I compared the mobility rate 
between similar, adjacent groups (groups 1 and 2 and groups 2 and 3) to the 
mobility rate between the less similar groups (groups 1 and 3). 

Observed each year, each firm was a member either of the same group as 
in the prior year or of another group. Thus, there could be at most one shift 
per year per firm, though there was more than one group into which a firm 
could move. There were 104 (24 + 34 + 15 + 31) shifts between similar 
groups (groups 1 and 2 or groups 2 and 3) out of a maximum observable 


TABLE 5 
Group Membership Changes 
Stable Period Growth Period Decline Period 
Changes 1966—73 1974—81 1982—84 
Possible membership changes (1) 431 893 345 
Actual membership changes (2) 24 47 36 
Mobility rate* 2/1) 0.05 0.05 0.10 


* The hypothesis of equal mobility rates across periods was not supported (F = 6.75, df = 
1, 677, p < .01). In multiple comparisons of means with Tukey’s test the decline period's 
mobility rate was significantly different from those of the stable and growth periods (p < .05). 
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TABLE 6 
Shifts Between Strategic Groups of Origin and Destination 


Group1 Group1  Group2  Group2  Group3  Group3 
to 


to to to to to 
Shifts Group2 ` Group3 —Groupi — Group3  Groupi1 Group 2 

Number of shifts (1) 24 0 34 15 2 31 
Possible shifts 

from origin 

group (2) 206 206 129 129 1,211 1,211 
Adjusted 

mobility 

rate (1/2) .117 .000 .264 .116 .002 .026 


1,546 (206 + 129 + 1,211) shifts, yielding an adjusted mobility rate of 0.067 
(104/1,546). In contrast, there were 2 (0 + 2) shifts between the less similar 
groups out of 1,417 (206 + 1211) possible shifts, yielding an adjusted mo- 
bility rate of 0.001 (33/1211). Consistent with the hypothesis, the adjusted 
mobility rate between relatively similar groups is higher (p < .01) than that 
between less similar groups, in terms of Tukey's test. The relative similarity 
between strategic groups is related to the entry barriers that firms need to 
overcome to move between groups. For example, it is more difficult for a 
firm to move from group 3, the domestically oriented group, to group 1, the 
multimarket-multiproduct group, than it is for a firm from group 2, the 
contingency group, to move to group 1. In particular, the former move re- 
quires large resource commitments to expand product line and an interna- 
tional scope that may be beyond the means of most small firms in group 3. 


Change in Number of Groups 


Research question 2a concerned stability in the number of strategic 
groups. As was noted, during most of the period the number of groups was 
stable. A fourth strategic group emerged in 1984, however, composed of one 
firm, Sedco, which was originally in group 1. Porter (1980) noted that one 
firm may create a strategic group. Table 2 details the descriptive character- 
istics of the member: a very extensive international presence, a broad prod- 
uct line, floating-rig technological capability, and independent ownership. 

Research question 2b concerned the nature of group formation or dis- 
appearance. During the industry downturn, other members of Sedco's orig- 
inal group retrenched geographically, as operations in the new overseas 
exploration areas were the first to be cut back. Geographic consolidation 
potentially increased intragroup and intergroup market competition. Most 
group 1 firms, however, were owned by oil companies and thus had a cap- 
tive customer, particularly in the home market, which could serve as a 
buffer. In contrast, interviews and annual reports suggested that Sedco, be- 
cause of its independent status, would have been at a relative disadvantage 
if it followed other members of its group. 
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Sedco’s chief executive, Bill Clements, a strong-willed leader who had 
been governor of Texas, may have been instrumental in orchestrating an 
organizational change and rebelling against the firm’s group trend. With its 
new strategy, Sedco was repositioned in an industry area with less compe- 
tition, operating in Third World countries using expensive, severe- 
environment rigs. 

This posture, however, was potentially precarious because of political 
risks and high capital costs for the equipment used. But Clements’s political 
experience may have proven valuable in coping with these political risks 
and red tape. The firm may also have reduced risks by entering into joint 
ventures with customers owned by oil companies and foreign states; these 
joint ventures provided capital, market access, and long rig contracts that 
assured the recovery of capital costs. The joint ventures reduced political 
risks when a local partner was involved or when it became apparent to the 
host governments that, should they intervene, they would have to contend 
with many joint venture partners (Sedco and its oil company customers) 
from different countries. Drilling companies captively owned by oil compa- 
nies had neither the need for this strategy nor the ability that Sedco’s inde- 
pendent, flexible status gave it to make joint venture linkages with many oil 
company customers. Further, joint ventures permitted entry into several 
small, new markets that were really niches. Sedco maintained a higher fi- 
nancial performance than many members of its original group. 


CONCLUSIONS 


A longitudinal study of strategic groups was conducted to examine 
questions seldom addressed by static analyses, about group strategy change, 
group membership shifts, and group formation. The study examined the 
extent of and motivation for group strategy changes during periods of eco- 
nomic growth, stability, and decline. Changes in group strategy were asso- 
ciated with substantial environmental shifts involving growth and decline 
rather than economic stability, consistent with the adaptation perspective. 
As the population ecology view suggests, however, these changes in group 
strategy did not involve most dimensions and all groups. Further, there was 
evidence that strategic choice was an important variable. For example, the 
group consisting mostly of state-owned and small firms did not exhibit an 
increase in internationalization, as did the firms in the other groups. The 
close regulation of state-owned firms and the limited resources, visibility, 
and credibility of the smaller firms may have constrained their ‘‘zone of 
strategic discretion” (Murray, 1978: 960). And even when group strategy 
changed, there was evidence of intragroup variation. In fact, a contrarian 
strategy involved opposing group trends. The population ecology, environ- 
mental adaptation, and strategic choice perspectives should not be viewed 
as competing and mutually exclusive but as complementary. The evidence 
shows how the different perspectives can coexist and provide a richer and 
more accurate account when employed jointly than when employed sepa- 
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rately. Research designs that are attentive to both organization conformity 
and deviance are needed. (Bourgeois, 1984). 

Changes in group membership were less frequent during times of eco- 
nomic stability and growth than during decline. Economic stability may be 
associated with few search activities and low mobility. During economic 
growth, although market entry from outside the industry was high, little 
intergroup mobility was observed, possibly because under conditions of 
growth, search is slack-driven and unfocused. Such search involves less 
risk-taking (March, 1981), less consensus on goals within organizations 
(Bourgeois, 1985), and less radical strategic initiatives than do other types of 
search. A boom may also contribute to behavioral institutionalization of 
existing practices (Starbuck, 1982) and to the preservation of existing do- 
mains (Hofer, 1975). Mobility rates were higher in the downturn, however, 
possibly because of high levels of goal consensus (Bourgeois, 1985) and of 
solution-driven search, which involves a focus on survival and high risk- 
taking (March, 1981). The sudden reversal of the boom by a severe downturn 
may also have magnified the perception of the crisis and motivated a radical 
strategic change. 

Mobility was also higher between less protected, similar groups. Move- 
ment into these groups required overcoming relatively few barriers. By im- 
plication, managers should expect and take precautions against entry from 
relatively similar groups. 

After a long period of stability in the number of groups, the study de- 
tected the formation of an additional strategic group. Group formation ap- 
peared to be a creative response to increasing intra- and intergroup compe- 
tition. A powerful leader headed the group-creating firm. The strategic ini- 
tiative taken by this firm was a rebellion against detrimental environmental 
trends. Because the firm was in a position different from that of other mem- 
bers of its original group, its managers were reluctant to imitate the strategy 
changes of firms in its original group. The strategy the firm chose encom- 
passed an unexplored industry area, went against the trend of the firm's 
original group, and was not desirable for or easily imitable by all competi- 
tors. The special political experience of its leader contributed to the firm's 
ability to orchestrate an organizational change and to cope with its politi- 
cally risky new environment. 

Environment and industry structure, therefore, may not totally deter- 
mine strategy changes: strategic choice and individual firm characteristics 
play an important role. Nonunique organizational solutions can accompany 
environmental shifts (March, 1981) because of variations in environment 
enactment and strategic choice (Weick, 1979). These nonunique solutions to 
an environmental situation may lead to the formation of new strategic 
groups that feed back into and change industry structure, completing the 
cycle. Strategic decision makers should not consider their industry's struc- 
ture as a given: through specific strategic initiatives, they may be able to 
change that structure. 

The study's data and findings are based on one industry but may be 
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relevant or generalizable to some other industrial contexts with similar basic 
characteristics. One relevant basic characteristic is volatility in economic 
conditions caused by discontinuous events like cartel formation and wars. 
Supply and demand imbalances due to, for example, large and durable ca- 
pacity additions, a service product that cannot be stored, or the existence of 
numerous firms impeding interfirm coordination may also cause volatility 
in economic conditions. Another relevant basic characteristic is industry 
internationalization. If international expansion is associated with difficul- 
ties and is not a feasible or attractive option for all industry firms, groups of 
internationally oriented and domestically oriented firms are likely to arise. 
A third characteristic promoting comparability with the present study is the 
importance of an industry to governments for reasons of security, prestige, 
self-sufficiency, or control. If an industry is important in such ways, gov- 
ernment involvement may be pervasive in state ownership and procure- 
ment. Industries that are profoundly affected by discontinuous economic 
conditions, internationalization, and state involvement include shipping, 
airlines, banking, re-insurance, aircraft manufacture, shipbuilding, and ex- 
traction of metals, minerals, and coal. 

In industries with those characteristics, the industrial context may dom- 
inate strategic group formation and change. It should be invaluable to ex- 
amine strategic group dynamics in less dominating industrial contexts. The 
distinction and methodological delineation between strategic groups and 
industries are other areas that need attention. Much strategic group research 
has been data-driven. The present study has illustrated how organization 
theory may provide a promising framework for examining strategic groups. 
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APPENDIX 


Measures of the Group-defining Variables 


Product-line diversity. The number of different rig types owned by a firm. There are four 
rig types: barges and jack-ups, which are bottom-supported, and semisubmersibles and drill- 
ships, which drill while afloat and are mobile. The maximum possible value for product di- 
versity was 4. 

Technological capability. A dummy variable equal to 1 if a firm had Seeche ae 
or drillships, and 0 otherwise. 

Global spread. The number of regions in which a firm had rigs working. There are 17 majör 

offshore drilling regions around the globe. The maximum possible value for global spread was 
17. : 
Vertical integration. Two dummy variables were used to capture the three types of inte- 
gration: (1) the oil-company dummy variable was equal to 1 if a drilling firm was owned by an 
oil company and 0 if it was independent or owned by a national government; (2) the national- 
government dummy variable was equal to 1 if a drilling firm was owned by a national govern- 
ment and to 0 if it was independent or owned by an oil company. 

Marketing orientation. A firm's espoused marketing orientation had two measures: (1) the ` 
proportion of a firm's rig fleet contracted out to major oll companies, as opposed to national or 
Independent oil companies; (2) the proportion of a firm's rig fleet contracted out to national oil 
companies, as opposed to major oil or independent oil companies. 
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Although previous researchers have proposed organizational demogra- 
phy as an important determinant of communication, no one has tested 
this relationship directly. Further, distinctions between the impacts of 
different demographic variables on communication have not been ex- 
plored. This study used sociometric data collected from a U.S. electron- 
ics firm to examine such relationships. The results show a relationship 
between age and tenure distributions and the frequency of technical 
communication. Moreover, the results suggest that inside project 
groups, age distributions exert greater influence than tenure distribu- 
tions on the frequency of technical communication but that the reverse 
relationship holds for technical communication outside project groups. 


The literature suggests that an organization's demographic composition 
influences communication because people tend to communicate with those 
wbo are similar to themselves (Kanter, 1977; Pfeffer, 1981, 1983; Simmel, 
1950). Although this explanation has been applied to a variety of important 
outcomes, such as turnover (Wagner, Pfeffer, & O'Reilly, 1984) and perfor- 
mance ratings (Tsui & O'Reilly, 1989), little empirical evidence exists for the 
connection between organizational demography and communication fre- 
quency. O'Reilly, Caldwell, and Barnett's (1988) recent examination of the 
relationship between demography and'employees' perceptions of work 
group integration supported the existence of this connection. However, that 
study did not directly assess communication frequency. Further, to our 
knowledge, no work on organizational demography has examined the po- 
tentially differential effects of various demographic variables on communi- 
cation frequency. Researchers generally characterize organizations ás demo- 
graphically homogeneous or heterogeneous, employing either a single de- 
mographic variable or a set of demographic variables. Yet there is no a priori 
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reason to believe that age, race, and tenure exert the same influence on the 
frequency of communication. The current study served two purposes. First, 
within an organizational setting, we examined the relationship between age 
and tenure similarity, the two most frequently discussed demographic vari- 
ables, and communication frequency. Second, we tested hypotheses con- 
cerning the differential impacts of those demographic variables on commu- 
nication inside and outside project groups. 


THEORY 


Organizational Demography, Technical Communication, 
and Performance 


Research and development organizations provide a particularly appro- 
priate setting for examining the factors that influence communication. Oral 
communication with individuals inside and outside project groups is the 
primary medium through which engineers and scientists transfer technical 
information (Allen, 1977). Such communication permits individuals to syn- 
thesize complex ideas rapidly and to give one another immediate feedback. 
Thus, this method of communication provides an efficient medium for the 
transfer of information and ideas (Mintzberg, 1973; Myers & Marquis, 1969; 
Tushman, 1978). Not surprisingly, numerous studies have confirmed a re- 
lationship between oral communication and project performance in R&D 
laboratories (cf. Allen, 1970; Katz, 1982; Pelz & Andrews, 1976; Rubenstein, 
Chakrabarti, O’Keefe, Souder, & Young, 1976). Although the exact nature of 
the relationship between this mode of technical communication and project 
performance depends on factors such as task and project type (Chakrabarti & 
O'Keefe, 1977; Katz & Tushman, 1978; Tushman, 1978), studies have gen- 
erally agreed that frequent communication from at least some project group 
members to colleagues both inside and outside their project group is vital to 
high project performance. 

The positive association between technical communication and project 
performance indicates the importance of designing internal structures in 
research and development organizations that facilitate technical communi- 
cation. Yet, aside from that provided by studies of task characteristics and 
physical proximity (Barnlund & Harland, 1963; Hackman, 1968; Katz & 
Tushman, 1979; Tushman, 1978), little evidence exists on the determinants 
of technical communication. Pfeffer (1981, 1983) suggested that the distri- 
bution of employees in an organization along some demographic dimension 
such as age, tenure, or gender influences communication frequency and thus 
produces organizational outcomes. In universities, for example, time gaps 
between adjacent faculty hires create “lumpy” tenure distributions. As these 
gaps increase, communication between different tenure groups becomes 
more difficult; the process isolates particular groups, encourages conflict 
and power struggles, and hence promotes more voluntary resignations than 
might otherwise occur (McCain, O'Reilly, & Pfeffer, 1983). If organizational 
demography does influence the frequency of communication, the demo- 
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graphic attributes of organizations, because they are easily measured and in 
some Cases easily altered, may provide project and human resource manag- 
ers with a useful tool for facilitating high performance in research and de- 
velopment organizations. 


Communication Frequency and Demography: Age and Tenure 


March and Simon (1958) proposed that the frequency of communication 
between two employees increases with the efficiency or ease of communi- 
cation. Related research has suggested that the presence of a shared language 
or coding scheme determines the efficiency of communication (Allen & Co- 
hen, 1969; Dearborn & Simon, 1958; Katz & Kahn, 1966; Newcomb, 1953; 
Runkel, 1956; Triandis, 1960; Tushman, 1978). A language shared among the 
members of a group reflects similarities in how they interpret, understand, 
and respond to information. Individuals unfamiliar with this shared lan- 
guage are likely to distort and misinterpret information received from group 
members and thereby to find communication with group members difficult 
(Barnlund & Harland, 1963; Rogers & Bhowmik, 1971). 

Within organizations, the development of a shared language between 
employees results at least in part from their similar backgrounds and expe- 
riences. The experiences employees share inside organizations produce a 
common vocabulary and common interpretations of events that facilitate 
work-related communication (Allen & Cohen, 1969; Lawrence & Lorsch, 
1967). Employees’ shared familiarity with a successful, previously com- 
pleted project, for instance, contributes to a common vocabulary and under- 
standing of current work. In contrast, the background and experiences em- 
ployees share outside organizations create a shared language concerning a 
wide spectrum of non—work-related issues by influencing employee atti- 
tudes, interests, and beliefs (Rhodes, 1983; Ryder, 1965). For example, em- 
ployees with children of the same age tend to have similar events occurring 
in their family lives, which produces a shared language, including a com- 
mon vocabulary and interpretation of those events (Runkel, 1956; Triandis, 
1960). 

The work-related and non- work-related communication patterns pro- 
duced by these similarities are likely to persist because of the tendency for 
communication patterns to stabilize in organizations (Katz, 1980; March & 
Simon, 1958; Roberts & O'Reilly, 1978; Weick, 1979). As two individuals 
communicate over time, they develop a form of language compatibility that 
is unique to them. Two employees may, for instance, share a common orga- 
nizational experience that facilitates initial conversations. As they continue 
to converse, they quickly develop additional similarities in attitudes, lan- 
guage, trust, and experience that facilitate subsequent communication 
(Kiesler & Kiesler, 1969; Williamson, 1985). In addition to these acquired 
similarities, continued communication among employees results in comfort- 
able work patterns (Katz, 1982) and consequent feelings of security for those 
involved (Weick, 1979). Hence, initial conversations triggered by a single 
shared experience or other common background produce over time a form of 
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shared social investment that employees are reluctant to forfeit. As such 
social investments mount, communication patterns become increasingly sta- 
ble. 

Demographic attributes such as age, tenure, occupation, and gender pro- 
vide surrogate measures for the common experiences and background that 
shape language development. For instance, employees with different occu- 
pations often share few job-related experiences and thus develop very dif- 
ferent occupational languages (Triandis, 1959). Similarly, employees of dif- 
ferent genders often have very different social, educational, and work expe- 
riences. These differences in background and experience may result in 
language differences that constrain communication among employees of dif- 
ferent occupations or genders. Thus, because demographic attributes pro- 
duce shared experiences and shared experiences create language compati- 
bilities, people who share demographic attributes are believed to communi- 
cate more frequently than those who do not (March & Simon, 1958: 167; 
Pfeffer, 1983). Consequently, the degree to which an employee is demo- 
graphically similar to others in an organization may be an important deter- 
minant of how frequently that employee communicates within the organi- 
zation. In this study, we focused on the two most frequently examined de- 
mographic variables in organizations, age and tenure, both of which seemed 
likely to be important determinants of language. 

Age. Employees of similar age, regardless of their expertise, status, or 
tenure in an organization, tend to have common non—work-related experi- 
ences. Ryder suggested that a group of individuals of similar age takes on “a 
distinctive composition and character reflecting the circumstances of its 
unique origin and history” (1965: 845). For instance, employees who were 
college students during the Vietnam War share memories of their experi- 
ences during those social upheavals. And employees who grew up during 
the Great Depression share memories of the effects of that economic disaster 
that distinguish them from younger employees. In addition to such histori- 
cally generated similarities, employees of similar age tend to share common 
non—work-related experiences because they tend to be at similar points in 
their family lives (Lawrence, 1980). The youngest employees tend to be 
unmarried, and slightly older employees tend to be newly married with 
young children. Middle-aged employees may be divorced and have parents 
who need special care, and older employees tend to look forward to quiet 
lives without dependents and with grandchildren. 

These common experiences outside the workplace appear to produce 
shared attitudes, interests, and beliefs among employees of similar age in- 
side the workplace (Rhodes, 1983). For instance, studies have shown a pos- 
itive association between age and job satisfaction (Hunt & Saul, 1975; Kalle- 
berg & Loscocco, 1983). People tend to become more satisfied with work as 
they grow older, regardless of their tenure, gender, occupational level, in- 
come, and education. Research has also reported positive associations be- 
tween age and job involvement (Saal, 1978) and between age and commit- 
ment (Morris & Sherman, 1981), and a negative association has been re- 
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ported between age and intention to quit (Mobley, Horner, & Hollingsworth, 
1978). Because common attitudes, interests, and beliefs both produce a com- 
mon language (Runkel, 1956; Triandis, 1960) and encourage communication 
(Byrne, 1969; Lazarsfeld & Merton, 1954; Rogers & Bhowmik, 1971), age 
similarity seems likely to enhance communication between two employees. 

Although age similarity may produce similarity in general attitudes 
about work that facilitate communication, such attitudinal similarity is un- 
likely to have much direct bearing on conversations about technical work. 
Technical conversations are facilitated by a common technical language that 
is in most cases not directly related to similarity in age.’ Thus, age similarity 
is more likely to facilitate nontechnical discussions at work. Nevertheless, 
the self-reinforcing nature of communication links (Homans, 1950; March & 
Simon, 1958) implies that the communication channels produced by non— 
work-related conversations will influence the ease of work-related commu- 
nications. Employees may, for instance, initially converse about common 
interests outside the workplace. However, once they have established a com- 
munication channel, they may also use it for technical communication. 
Thus, although age similarity has its most direct effect on informal, non— 
work-related communication (Lincoln & Miller, 1979), it also has an indirect 
effect on more formal technical communication. Therefore, 

Hypothesis 1: Employees who are relatively similar to 
each other in terms of age will communicate more fre- 
quently about technical issues than employees who are 
relatively dissimilar. 

Tenure. The employees of most organizations develop a unique com- 
mon language that facilitates communication about work-related issues 
(Allen & Cohen, 1969; Guetzkow, 1965; March & Simon, 1958; Williamson, 
1975, 1985). In research and development settings, this language facilitates 
communication about technical issues. As tenure in an organization in- 
creases, employees attain a better understanding of policies and procedures 
and a better understanding of the way technical work is accomplished. Thus, 
because tenure functions as an indicator of organizational experience, it also 
functions as an indicator of familiarity with the organizational language 
(March & Simon, 1958). Further, employees will find communication most 
efficient with other employees whose organizational language skills are at 
least as extensive as their own, and hence employees will seek communi- 
cation with others whose tenure in an organization is at least as great as their 
own. But, since all employees are likely to seek communication with others 
whose tenure is at least as great as their own, only communication among 


* An important exception is age functioning as a surrogate measure for familiarity with the 
technology used on a job. For instance, young engineers may receive common external training 
in state-of-the-art technologies while in college or graduate school. Such training may be dif- 
ficult to obtain on the job. Hence, in some settings age, much like tenure, may serve as a 
surrogate measure for technical language development. However, this is likely to occur only in 
work settings involving technologies more advanced than that examined in this study. 
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employees of similar tenure is likely to be reciprocated. In addition, indi- 
viduals of similar tenure may develop unique interpretations and under- 
standings that stem from shared experiences on projects or commonly ex- 
perienced organizational events. Such idiosyncratic language may cause in- 
dividuals of similar tenure to be out of touch with their senior or junior 
colleagues and thereby encourage employees to communicate only with oth- 
ers in their tenure group. 

The tendency for communication patterns to stabilize may further con- 
centrate communication around those similar in tenure. Assume for the 
moment that existing communication patterns in an organization are ran- 
domly determined and are thus independent of tenure, and that through 
social investments they have stabilized over time. A group of individuals 
entering such a setting with a strong desire to establish communication links 
has two options. The first is to establish ties with employees who already 
have deeply entrenched communication networks (Wagner et al., 1984). The 
second is to establish ties among themselves. Penetrating established com- 
munication networks is difficult for new employees. Such activity disrupts 
current networks (Roberts & O’Reilly, 1979) and hence threatens to destroy 
the value of social investments inherent in these networks for longer-tenured 
employees. On the other hand, because all new entrants share a need to 
develop communication links, new entrants will find it relatively easy to 
communicate with other new entrants. Therefore, because of similarity in 
organizational language and the presence of social investments, 

Hypothesis 2: Employees who are relatively similar to 
each other in terms of their organizational tenure will 
communicate more frequently about technical issues 
than employees who are relatively dissimilar. 


Technical Communication and Demography: Inside and Outside 
Project Groups 


In the preceding discussion, we argued that an organization’s age and 
tenure distributions exert a systematic effect on technical communication: as 
demographic similarity increases, technical communication should in- 
crease. However, technical communication differs inside and outside project 
groups. Communication inside project groups generally involves communi- 
cation among employees who work near one another, collaborate daily on 
project tasks, and are supervised by the same individual. In contrast, com- 
munication outside a project group yet within an organization generally 
involves communication among employees who do not collaborate daily on 
project tasks, work at a distance from one another, and are supervised by 
different individuals. In this section, we propose that although age and ten- 
ure similarity both contribute to the frequency of technical communication, 
their contribution differs inside and outside project groups. 

Two assumptions guided our hypotheses about the effects of age and 
tenure similarity on technical communication. First, because tenure simi- 
larity directly facilitates work-related technical communication and age sim- 
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ilarity primarily affects technical communication indirectly through non- 
work-related communication, we assumed that tenure similarity exerts a 
stronger influence on technical communication than age similarity. 
Second, we assumed that the effect of tenure similarity on the frequency 
of technical communication diminishes over time. Because individuals en- 
ter organizations relatively uninformed, they have strong incentives to de- 
velop the language skills that facilitate effective communication. As a result, 
employees make their most rapid gains in organizational language skills 
during an initial socialization period. However, after employees learn basic 
language skills, further gains in language development make increasingly 
less dramatic differences in their ability to communicate effectively. Thus, 
language differences associated with differences in tenure are likely to di- 
minish over time. For example, when two employees have been in an orga- 
nization one and four years respectively, the difference of three years of 
organizational experience between them may substantially impede commu- 
nication. However, ten years later, substantial language differences between 
these employees may not exist, and therefore the three years difference in 
organizational experience may have no effect on their ease of communica- 
tion. However, because social investments that stabilize communication pat- 
terns are unlikely to diminish over time, the relationship between tenure 
similarity and frequency of technical communication may not disappear. 
Using these two assumptions, we derived hypotheses concerning the 
relative effects of age and tenure similarity on the frequency of technical 
communication among employees inside and outside project groups. 
Inside project groups. The impact of tenure similarity on technical com- 
munication is likely to diminish rapidly within project groups. The typical 
engineering project involves considerable interdependence of project mem- 
bers. This interdependence creates strong incentives for current members to 
help new members quickly overcome language and skill deficiencies that 
would impede the group’s performance. In addition, the relatively small 
number of employees inside project groups produces a high density of com- 
munication (Collins & Guetzkow, 1964), thereby further facilitating the 
speed with which new members develop work-specific language skills. As a 
result, new members are assimilated rapidly inside project groups, and their 
levels of technical communication inside project groups do not differ from 
the communication levels of their senior colleagues (Lee & Allen, 1982). 
Hence, location inside project groups minimizes the effect of tenure simi- 
larity on technical communication. In contrast, the effects of age similarity 
on technical communication, discussed earlier, seem unlikely to change 
over time. This assumption seems reasonable because age similarity affects 
technical communication only indirectly, primarily through non— 
work-related communication. Thus, 
Hypothesis 3: The age similarity of project group mem- 
bers has a greater impact than their tenure similarity on 
the frequency of technical communication inside project 
groups. 
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Outside project groups. Although the impact of tenure similarity on 
technical communication outside project groups should also diminish over 
time, it is unlikely to diminish as quickly as it will inside a work group. 
Employees in different project groups tend to be much less interdependent 
than employees within the same group. Consequently, it seems likely that 
long-tenured employees have fewer incentives to teach new employees in 
other project groups the language skills required to communicate effectively 
outside their project groups. Moreover, the relatively low density of com- 
munication outside project groups means that the requisite language and 
skills for communicating outside a group are likely to develop rather slowly. 
Thus, the association between tenure and outside-the-work-group language 
skills is likely to persist longer than the association between tenure and 
inside-the-work-group language skills. Therefore, given that in general, ten- 
ure similarity has a greater effect on technical communication than age sim- 
ilarity, 

Hypothesis 4: The tenure similarity of employees who are 
not members of the same project group should have a 
greater impact than their age similarity on the frequency 
of technical communication outside project groups. 


METHODS 
Data 


Data for this study were obtained from the population of engineers and 
engineering managers in a research division of a medium-sized U.S. elec- 
tronics firm. The division is geographically isolated from the rest of the firm 
and primarily conducts development work, as opposed to basic research or 
technical service projects (cf. Katz & Tushman, 1979). The division's work 
can be characterized as moderately rather than highly technological. The 
division, which we hereafter call the organization, has 19 project groups 
ranging in size from three to nine members. All project groups are located on 
the same floor in one building. Each engineer has an office or working area 
surrounded by a five-foot partition. Most project groups meet informally 
weekly. The average age of engineers and engineering managers is 39 (s.d. — 
9.8, range = 26—65), and their average tenure is 5.7 years (s.d. = 5.3, range = 
0-24). The organization has a dual-track engineering—management career 
that includes six levels. Questionnaires were distributed to the organiza- 
tion's 92 engineers and engineering managers. Nearly all questionnaires 
were returned (N — 88), yielding a 96 percent response rate. In addition, 
we obtained demographic data on the 92 employees from the company's 
personnel records. 


Control Variables 


Several control variables were important for this study. First, we con- 
trolled for any direct effect of organizational tenure on technical communi- 
cation. As an employee's organizational tenure increases, interpersonal re- 
lationships develop, and opportunities to speak with others may increase; 
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therefore, technical communication should increase. Thus, tenure may in- 
fluence technical communication independent of an employee’s similarity 
in tenure to others in the organization. Second, we controlled for the effect 
of career level on technical communication. As employees advance to higher 
career levels, the task characteristics of their jobs may require more frequent 
communication. Further, an employee’s career level influences technical 
communication through the impact of formal hierarchy on status and inter- 
action channels (Homans, 1974; Lincoln & Miller, 1979). Finally, we con- 
trolled for the effect of project-group size on technical communication inside 
project groups. As the size of a project group increases, with other effects 
held constant, the average amount of technical communication for each 
group member should decline (Thomas & Fink, 1963). 

We did not control for age, gender, education, or the effect of project- 
group size on technical communication outside project groups. The litera- 
ture suggests that age influences communication because the more similar 
people are in age, the more likely they are to hold similar attitudes, interests, 
and beliefs, and thus the more likely they are to communicate with one 
another (Riley, Johnson, & Foner, 1972; Ryder, 1965). However, the expla- 
nation for this relationship is not chronological age per se but age similarity, 
a variable measured directly in this study. The only reason for specifying age 
as a control variable would be if people in work organizations were known 
to communicate more frequently at one age than another. Thus, if 35- 
year-olds talked with others more frequently than 45-year-olds, or if people 
talked with 35-year-olds more than with 45-year-olds, age would be an im- 
portant control variable. However, to our knowledge, no theoretical state- 
ments or empirical results exist that suggest such a relationship. Hence, we 
did not include age as a control variable.” The proportion of women in an 
organization is also believed to influence communication frequency (cf. 
Kanter, 1977; Spangler, Gordon, & Pipkin, 1978). However, there were only 
four women (4.3%) in the organization studied, a number so small that 
gender seemed unlikely to have a major effect on the results. 

Allen (1967) showed that educational similarity influences communi- 
cation frequency. For instance, engineers with advanced degrees tend to talk 
more frequently with others who hold advanced degrees than with those 
holding only bachelor’s degrees. However, a comparison of the technical 


? Many studies routinely include age as a control variable because it frequently predicts 
behavioral variation. However, until recently, scholars have paid little attention to why that is 
so, and thus have included age more out of habit than for theoretical reasons (Ferris, 1988). 
Recent work (Lawrence, 1987, 1988) has suggested that age produces the results that have been 
observed only because it acts as a surrogate for other processes. This study attempted to be more 
judicious by employing an independent variable, age similarity, that more closely measures the 
theoretical constructs studied here. 

However, we computed the regression equations presented in the Results section including 
both age and age similarity as predictors of communication frequency. Although including age 
slightly reduced the significance of other coefficients, none of the age coefficients were signif- 
icant, and the results were consistent with those reported. Therefore, for both theoretical and 
empirical reasons, we omitted age from the analysis. 
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communication of two educational groups in the organization studied here 
showed no significant differences in communication frequency by educa- 
tional level. Engineers of educational levels up to and including having a 
bachelor’s degree did not differ significantly in the average frequency with 
which they communicated with (1) other engineers having a similar educa- 
tion and (2) other engineers with graduate education (t = .89, df = 78). In 
addition, engineers with graduate education did not differ significantly in 
the average frequency of their communication across the two groups (t = .88, 
df = 70). Finally, project-group size may influence technical communica- 
tion outside a group if the variation in project-group size is large relative to 
the organization’s size. That is, as project-group size increases, the number 
of people outside the project group decreases, and thus the number of ex- 
ternal people with whom a project-group member may communicate de- 
creases. However, the correlation between project-group size and technical 
communication outside the project groups was not significant (r = .12, n.s.). 
Thus, we did not include project-group size as a control variable in the 
analysis of communication outside project groups. 


Measures 


Frequency of technical communication. Two measures of the frequency 
of technical communication, technical communication inside project groups 
and technical communication outside project groups, were obtained from 
employees’ responses to the relational question: How often do you discuss 
technical issues you face in your work with each person on this list? We gave 
employees a list of all research and development engineers and engineering 
managers in the organization. Then, using a 5-point Likert-type scale ranging 
from “never” to “roughly every day," employees indicated the frequency 
with which they discussed technical issues with each person on the list. 
People may overreport or underreport the frequency of their communica- 
tions with others; thus, we computed both the measure of inside- 
project-group communication and the measure of outside-project-group 
communication using the average frequency with which others indicated 
speaking with an employee. Measured in this manner, differences in ques- 
tion interpretation and response patterns across employees had a similar 
affect on the technical communication values for each employee.’ Descrip- 
tions of the two measures follow. 


3 The four individuals who did not return questionnaires are included in the analysis. To 
complete the relational responses for responding employees who work in project groups with 
nonrespondents, we substituted self-reported communication with the nonresponding in- 
dividuals. A t-test of communication frequency values showed no difference between employ- 
ees whose values include self-reports and those whose values do not (t = .02, df = 16, p = .98). 
The same procedure was used to compute the outside-project-group communication measures. 

Eleven employees who returned questionnaires were not on the original list of employees. 
Although the questionnaire provided space for adding extra names, respondents did not have 
an equal opportunity to be reminded of their contacts with those 11 employees. Consequently, 
for those individuals, we used self-indications of the frequency of their communication with 
other employees in calculating the communication measures. 
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Technical communication inside a project group was defined as the 
average frequency with which project-group members indicated communi- 
cating with an employee (X = 2.75, range = .9—4.0). Thus, if Mary is in a 
project group of four employees, Mary’s technical communication inside her 
group is measured by taking the relational responses of the other three em- 
ployees in her group and computing the average frequency with which those 
employees indicate they communicate with Mary.* Ten employees who par- 
ticipated in two project groups were included twice in the inside- 
project-group analysis, once for each project group. 

Technical communication outside a project group was defined as the 
average frequency with which non—project-group members indicated com- 
municating with an employee (X = .39, range = .05— 1.0). Thus, if Bob is in 
a project group of four employees, Bob's technical communication outside 
his group is measured by taking the relational responses of the 88 employees 
who do not belong to it and computing the average frequency with which 
those employees indicate they communicate with Bob. 

Age and tenure similarity. The measures of demographic similarity 
were those used by Wagner and colleagues (1984), except that we changed 
the sign of each measure for ease of interpretation. Thus, an employee's 
similarity to other employees in his or her comparison group increases - 
rather than decreases with the value of these measures. The objective in 
defining demographic similarity measures is to represent the extent to which 
an employee is a member of a group of individuals close in age or close in 
tenure. The more similar an employee is to the employees closest to him or ` 
her in age or tenure, the more likely the individual is to belong to a group 
with whom communication is relatively easy. For this reason, it is important 
to select a similarity measure that captures an employee's demographic po- 
sition within some subgroup of an organization rather than demographic 
position within an entire organization. 

A subgroup of ten employees, a number that we arbitrarily selected as 
being neither too small nor too large, was used to calculate the within- 
the-organization similarity measures." The resulting age- and tenure- 
similarity measures thus represent an employee's similarity in age or tenure 
to the ten individuals in the organization closest in age or closest in tenure 
to that employee. Because project groups in this study already represented 


* There are several ways of controlling for the effects of group size on the frequency of 
communication inside project groups. The measure used in this study captures average com- 
munication frequency per person. We controlled for the relationship between communication 
frequency and project-group size directly by including project size in regression analyses. An 
alternate approach is to control for this relationship in a dependent measure. Katz and Tushman 
(1979), for instance, divided the tota! amount of project communication for each individual by 
the logarithm of the possible interactions (log;[n(n — 1)]), as suggested by MacKenzie (1966). 
Using this weighting of inside-project-group communication frequency does not change the 
results of this study. 

* Regression results using several subsets larger than ten were examined. The larger subsets 
all weakened the regression results, although not substantially (cf. Wagner et al., 1984). 
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reasonably small organizational subgroups of fewer than nine members, we 
used entire project groups to calculate each within-project-group similarity 
measure. 

Age and tenure similarity within the organization were defined as 


DP = an ee Zb: dl: 


S4CO 


where D? is the age or tenure similarity for employee i within organization 
O, S, is any subset of n employees in O, and x is an employee's age or tenure. 
Age and tenure similarity within project groups were defined as 
1 1/2 
G a E» 
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where D is the age or tenure similarity for employee i within project group 
G, n is the number of employees in G, and x is an employee's age or tenure. 

Career level was defined as an employee's position on the organization's 
six-level engineering-management hierarchy. Project-group size was defined 
as the number of employees within each project group. 

Tables 1 and 2 provide the means, standard deviations, and correla- 
tions of the measures used for the inside-project-group and outside- 
project-group analyses. 


RESULTS 
Inside-Project-Group Analysis 


Table 3 presents the analysis examining communication inside the proj- 
ect groups. The first model in Table 3, which includes only the control 


TABLE 1 
Inside-Project-Group Analysis: 
Means, Standard Deviations, and Correlations® 
Correlations 
Measures Means s.d. 1 2 3 4 5 
1. Technical communication 2.75 0.86 
2. Project-group age 
similarity —11.81 5.08 .43*** 
3. Project-group tenure 
similarity —6.88 4.36 .30** .50*** i 
4. Career level 3.21 1.30 .17 02 .00 
5. Organizational tenure 6.06 5.73 —.25* —.50*** ~,68*** 11 
6. Project-group size 5.63 1.97 —.61*** —.34*** —.36*** —.15 .18 
SN = 102. 
* p < .05 
** p< Di 


*** p < 001 
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TABLE 2 
Outside-Project-Group Analysis: 
Means, Standard Deviations, and Correlations* 
Correlations 
Measures Means sd. 1 2 3 4 
1. Technical communication 0.39 0.19 
2. Organizational age 
similarity —140 1.33 .04 
3. Organizational tenure 
similarity — 0.76 1.33 —.18 42*** 
4. Career level 314 1.31 51*** — —.14 —.13 
5. Organizational tenure 5.67 5.34 .33** — 43*** — ,91*** 16 
SN = 92. 
*p«.05 
** p « 01 
kkk p < .001 


variables, shows that, as expected, the size of a project group has a signifi- 
cant impact on technical communication inside the group. As project-group 
size increases, the frequency of communication decreases. However, neither 
of the other control variables, career level or organizational tenure, makes a 
significant contribution to the explained variation in technical communica- 
tion. Model 4, including both the control and independent variables, sup- 
ports Hypothesis 1, which states that employees who are relatively similar to 
one another in terms of age will communicate more frequently about tech- 
nical issues than employees who are relatively dissimilar. The coefficient for 
within-project-group age similarity is significant and in the expected direc- 
tion, suggesting that the smaller the age differences between an employee 
and the other employees in his or her project group, the more frequently he 
or she will communicate with them concerning technical issues. The anal- 
ysis shown for model 4 does not support Hypothesis 2, which states that 
increasing tenure similarity encourages technical communication. The co- 
efficient for project-group tenure similarity is not significant, suggesting that 
the variable’s effect diminishes rapidly inside project groups, as argued in 
Hypothesis 3, and, in fact, disappears completely. Indeed, the results for 
model 4 support Hypothesis 3, which states that project-group age similarity 
has greater impact on technical communication inside project groups than 
project-group tenure similarity. Not only is the coefficient for project-group 
age similarity significant, while that for project-group tenure similarity is 
not, but a comparison of the standardized regression coefficients suggests 
that the effect of project-group age similarity on technical communication is 
several times greater than the effect of project-group tenure similarity. 

To confirm that the high correlation between within-project-group age 
and tenure similarity (r = .50, p < .001) did not produce these results, we 
computed separate analyses for these variables, shown under models 2 and 
3. The relative stability of the standard errors in each model provides addi- 
tional confidence in the results for model 4. Even when assessed indepen- 
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TABLE 3 
Determinants of the Frequency of Technical Communication 
Inside Project Groups" 
Models^ 
1 2 a A 
Control Age Tenure Full 
Measures Variables Similarity Similarity Model 
Career level .071 .065 .071 .067 
.054 .053 .055 .053 
.108 .100 .109 .102 
Organizational tenure —.023 —.009 -—.024 —.013 
.012 .014 .018 .017 
—.160 —.060 —.165 —.080 
Project-group size — 245*** — 222*** — 246*** —.226*** 
i .036 .037 .038 .038 
—.567 —.514 —.568 —.524 
Project-group age similarity .036* .038* 
.016 .017 
.214 221 
Project-group tenure similarity —.001 —.010 
023 .023 
—.007 — 052 
Constant 4.06 4.29 4.06 4.28 
R? EN 44 AL 44 
Adjusted R? 39 41 38 41 


F 20.65*** 17.39*** 15.32*** 13.83*** 


* N — 102. 
> The values shown in each block are the unstandardized regression coefficient, the stan- 
dard error (in italics), and the standardized regression coefficient. 
*p<.05 
** p <.01 
*** p< .001 


dently, project-group age similarity maintains its significant relationship 
with technical communication, whereas project-group tenure similarity 
does not. 


Outside-Project-Group Analysis 


Table 4 presents the analysis examining communication outside the 
project groups. The first model in Table 4, including only the control vari- 
ables, shows that career level and organizational tenure have a significant 
impact on technical communication outside project groups. As career level 
and organizational tenure increase, communication frequency increases. 
The results presented for model 4, which includes the control and indepen- 
dent variables, support Hypotheses 1, 2, and 4. Consistent with Hypothesis 
1, the results suggest that employees who are relatively similar to others in 
terms of their age will communicate more frequently outside project groups 
about technical issues than employees who are relatively dissimilar. The 
positive coefficient for organizational age similarity indicates that for any 
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TABLE 4 
Determinants of the Frequency of Technical Communication 
Outside Project Groups* 
Models” 
1 2 3 4 
Control Age Tenure Full 
Measures Variables Similarity Similarity . Model 
Career level .067*** .069* ** .066*** .068*** 
.013 .012 .012 .011 
A468 .487 .461 .480 
Organizational tenure 009** .013*** .030*** .033*** 
003 003 .007 007 
263 380 .867 EN 
Organizational age similarity .039** .036** 
013 .012 
279 .258 
Organizational tenure similarity .094*** .088** 
.027 .026 
866 .628 
Constant 13 .15 .08 .11 
R? .33 .39 41 .46 
Adjusted R? 31 37 39 43 


F 21.33*** 18.49*** 19.83*** 18.31*** 


SN = 92. 
> The values shown in each block are the unstandardized regression coefficient, the stan- 
dard error (in italics), and the standardized regression coefficient. 
*p«.05 
** p <01 
*** p < .001 


employee and the ten people most similar to him or her in age, the smaller 
the age differences between the focal employee and the others, the more 
frequently the employee communicates with employees outside his or 
her project group. Consistent with Hypothesis 2, the results suggest that 
employees who are relatively similar to each other in terms of their organi- 
zational tenure will communicate more frequently about technical issues 
than employees who are relatively dissimilar. The positive coefficient for 
organizational tenure similarity indicates that for any employee and the ten 
people hired the closest in time to that employee, the smaller the time gaps 
in hiring, the more frequently the employee communicates with others out- 
side his or her project group. Thus, both organizational age similarity and 
organizational tenure similarity contribute to the explained variation in 
technical communication outside project groups. 

Finally, the results presented for model 4 are consistent with Hypoth- 
esis 4, which states that organizational tenure similarity has a greater impact 
on technical communication outside of project groups than organizational 
age similarity. A comparison of the standardized regression coefficients sug- 
gests that the effect of organizational tenure similarity on technical commu- 
nication is more than twice that of organizational age similarity. 
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The high correlations among organizational age similarity, organiza- 
tional tenure similarity, and organizational tenure raise potential multicol- 
linearity problems with the outside-project-group analysis. As with the in- 
side-project-group analysis, models 2 and 3 show separate analyses for the 
organizational age and tenure similarity measures. The relative stability of 
the standard errors of these variables and the results of several additional 
analyses? provide further confidence in the results of model 4. 


DISCUSSION 


The results of this study show a relationship between organizational 
demography and communication frequency. Two measures of organiza- 
tional demography, age similarity and tenure similarity, appeared to influ- 
ence the frequency of technical communication in the research division of 
an electronics firm. However, these similarity measures do not contribute 
equally to explaining the variation in technical communication inside and 
outside project groups. As predicted, inside project groups, the age similar- 
ity of group members exerts more influence on technical communication 
than their tenure similarity. The opposite relationship seems to hold outside 
project groups, where the similarity of organizational members’ tenure ex- 
erts more influence on technical communication than their similarity in age. 

One explanation for these results may be that the effects of tenure sim- 
ilarity on communication frequency are more sensitive to situational char- 
acteristics than are the effects of age similarity. Tenure similarity is a sig- 
nificant predictor of technical communication in situations where shared 
work-related knowledge and skills do not develop rapidly and where em- 
ployees have little incentive to assimilate new members. In organizations or 
large groups in which members have infrequent contact, the development of 
such knowledge and skills occurs relatively slowly. However, in small 


Several additional analyses were performed to assess the potential impact of multicollin- 
earity on the results. The high correlations among organizational age similarity, organizational 
tenure similarity, and organizational tenure result primarily from a skewed organizational ten- 
ure distribution. Eighty-one employees had been with the organization for lesa than 9 years, and 
the remaining 11 employees had been with the organization 15 years or more (range = 15—24). 
As a result, the 11 employees had high values for organizational tenure and organizational 
tenure similarity. Deletion of those employees from the group as a whole reduced the correla- 
tions as follows: organizational age similarity and organizational tenure from r = .43 (p < .001) 
tor = .17 (n.s.; organizational tenure similarity and organizational tenure from r = .91 
(p < .001) tor = .27 (p < .05); organizational age similarity and organizational tenure similarity 
from r = .42 (p < .001) tor = .08 (n.s.). 

Additional analyses included regression analysis with the 11 high-tenured individuals 
deleted, regression analysis using the logarithm of the skewed independent measures, and 
analysis of covariance controlling and testing for differences between employees with organi- 
zational tenure of less than 9 years and employees with organizational tenure greater than or 
equal to 15 years. The results of these analyses suggest that the relationships presented in Table 
4 are not an artifact of multicollinearity. 
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groups, shared work-related knowledge and skills develop rapidly, and cur- 
rent members are more likely to disrupt current communication patterns to 
assimilate new entrants. As a consequence, in such settings tenure differ- 
ences exert less influence on technical communication. These situational 
characteristics appear not to influence the impact of age similarity on the 
frequency of technical communication. Thus, the results are consistent with 
the interpretation that the effects of age similarity on technical communica- 
tion result primarily from basic social behaviors that occur independently of 
task characteristics. 

The results from this study make several contributions. First, the em- 
pirical link between organizational demography and communication fre- 
quency supports one of the basic assumptions used in organizational de- 
mography research. Previous studies (Wagner et al., 1984; McCain, O'Reilly, 
& Pfeffer, 1983) have argued that demographic similarity produces important 
organizational outcomes, in part by altering levels of communication. How- 
ever, those studies did not test the relationship between demography and 
communication. The results presented here provide empirical evidence that 
supports the theoretical validity of this basic assumption and hence encour- 
ages continuing work on the relationship between organizational demogra- 
phy and organizational outcomes. Second, although past work on organiza- 
tional demography has tended to treat all demographic variables as having 
similar effects on organizational outcomes, this study suggests that such 
effects depend on the context in which each demographic variable is exam- 
ined. Thus, future theory and research on demographic variables should 
pursue both their similar and distinct properties as predictors of organiza- 
tional outcomes. 

Finally, this study contributes to explanations of communication fre- 
quency. For several decades, research in social psychology has consistently 
found that dyads of similar individuals communicate more frequently and 
effectively than dyads of dissimilar individuals (Rogers & Bhowmik, 1971). 
Organizational demography builds on this relationship between similarity 
and communication by moving beyond the level of dyadic analysis. The 
demographic approach used in this study allows researchers to examine an 
individual's similarity relative to an entire group or subgroup of individuals. 
Hence, this approach permits predictions concerning communication fre- 
quency at the individual, group, and organizational levels. 

The results from this study are limited in several ways. One limitation 
is that they are based on a single organization; thus, caution must be exer- 
cised in generalizing to other organizations. In addition, the project groups 
in this organization focus almost exclusively on development work. Since 
project type influences communication patterns (Katz & Tushman, 1979), it 
is possible that the strength of the relationship between age and tenure 
similarity and technical communication differs in organizations with a dif- 
ferent mix of technical service, development, and basic research projects. 
Another potential limitation is that sociometric measures do not always 
produce accurate measures of actual communication patterns (Bernard & 
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Kilworth, 1977). However, this criticism applies to all past research on 
technical communication, and past research has measured something about 
the way engineers perceive their communications that is related consistently 
with performance. Nonetheless, the correct interpretation of this relation- 
ship may not be that engineers’ actual technical communication is associ- 
ated with performance, but rather that engineers’ perceptions of technical 
communication are associated with performance. Hence, a possible alterna- 
tive interpretation of the results from our study is that age and tenure sim- 
ilarity influence engineers’ perceptions of technical communication. 

This alternate interpretation suggests that the meaning of the relation- 
ship between project-group size and technical communication inside project 
groups should be examined in more detail. If relational measures indicate 
engineers’ perceptions of technical communication, factors that produce 
perceptual biases are likely to influence those perceptions. For instance, the 
availability heuristic (Tversky & Kahneman, 1974) suggests that employees 
are more likely to remember contacts with employees seen frequently than 
contacts with employees seen occasionally. Thus, the negative association 
between project-group size and technical communication may result be- 
cause an individual’s project group includes the employees the individual 
sees most frequently. The individual is most likely to remember communi- 
cations with these employees, and therefore the frequency of remembered 
communications increases directly with the decreasing size of the individ- 
ual’s project group. 

Another topic for additional research is the effect of organizational de- 
mography on communication-related outcomes. For instance, one important 
area of inquiry is the relationship between organizational demography and 
R&D project-group performance. Given the positive relationship previous 
research has found between technical communication and project-group 
performance (Allen, 1970; Ebadi & Utterback, 1984; Pelz & Andrews, 1976) 
and the positive relationship found in this study between demographic sim- 
larity and technical communication, we would expect projects whose mem- 
bers are demographically similar to show relatively high rates of communi- 
cation and thus relatively high performance. However, an important caveat 
to this hypothesis is that, as discussed earlier, project-group type appears to 
determine the kind of communications necessary for high-performance 
groups. Moreover, in some cases, an overly homogeneous project group, by 
encouraging internal communication and discouraging external communi- 


? Although Bernard and Kilworth (1977) raised an important criticism, studies of the dis- 
crepancy between real and perceived communication frequency require more study. For in- 
stance, one of the several studies conducted by Bernard and Kilworth involved a group of deaf 
individuals and a comparison of their memories of teletype communications with their actual 
teletype communications. This seems a reasonable test of the inaccuracy hypothesis; however, 
we also know that the medium people use in communicating influences the frequency and 
content of their interaction (Daft & Lengel, 1984). Thus, Bernard and Kilworth may have picked 
up differences in media use rather than differences in accuracy. 
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cation, might experience lower performance over time (Katz, 1982). Finally, 
at some point, increasing communication no longer increases performance 
but becomes excessive and counterproductive. Thus, an overly homoge- 
neous group may experience lower performance than a more demographi- 
cally diverse group. 

Future research should also examine the distinctions between various 
definitions of demography and the effect those definitions may have on 
organizational outcomes. For instance, although Katz’s (1982) work and ours 
both used demographic measures of tenure, the conceptual meaning of those 
measures differs. Katz examined group tenure, defined as the average time 
project-group members have worked together. The key dimension of group 
tenure is length of time. Although the relationship is not linear, the members 
of project groups of long tenure tend to communicate less frequently than the 
members of short-tenured project groups. In contrast, we examined similar- 
ity of organizational tenure which represents the differences in organiza- 
tional tenure among project-group members. The key dimension of this mea- 
sure is similarity. In project groups whose members are dissimilar in orga- 
nizational tenure, communication tends to be less frequent than it is in 
project groups whose members are similar in organizational tenure. 

The differences between the two demographic measures represent im- 
portant conceptual differences. For instance, a project group’s characteriza- 
tion along the time dimension does not necessarily predict the group’s char- 
acterization along the similarity dimension. Members of a project group with 
short group tenure may be either very similar or very dissimilar in their 
organizational tenure. In addition, the potential range of these similarity 
differences must decrease as group tenure increases. Long group tenure re- 
quires that, on the average, the organizational tenure of group members will 
increase, which concatenates the possible range of tenure similarity. Thus, 
group tenure and organizational tenure similarity do not measure the same 
demographic concept. 

Yet even if we use a measure of tenure similarity based on group rather 
than organizational tenure, group tenure and group tenure similarity still 
differ. For instance, when group tenure is either quite short or quite long, the 
group tenure similarity of project-group members will tend to be relatively 
high. When group tenure falls between short and long, the group tenure 
similarity of project-group members will tend to decrease. Regardless of 
whether an organizational or group tenure-similarity measure is used, group 
tenure examines mean effects, whereas tenure similarity examines distribu- 
tional effects. These distinctions emphasize the importance of carefully de- 
fining demographic measures and considering the effects of their differ- 
ences. 

The relationship found in this study between organizational demogra- 
phy and technical communication suggests that demographic attributes may 
provide project and human resource managers with a useful tool for facili- 
tating high performance in research and development organizations. On the 
project level, the results from this study suggest that ensuring diversity in 
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organizational tenure may be an effective approach for designing project 
groups. Given the relative importance of external communication for proj- 
ect-group performance and the relative unimportance of tenure similarity in 
producing communication inside project groups, such a design has a num- 
ber of advantages. Tenure diversity provides a project group with a set of 
diverse contacts outside the group. In addition, the communication channels 
established between longer- and shorter-tenured employees inside project 
groups will probably spill over to contacts outside project groups. For in- 
stance, if Mary, a new employee, works on a project with Bob, a 20-year 
veteran, Mary will probably find it easier to contact Bob’s friends outside the 
project group as a result of her association with Bob. Research shows that 
keeping such external communication channels open facilitates project per- 
formance (Katz, 1982). Tenure diversity also provides good training for new 
employees. Inside project groups, longer-tenured employees have strong in- 
centives for getting new employees up-to-speed. Thus, organizations benefit 
because important work-specific knowledge and skills are passed on from 
one generation of employees to another. 

Suggesting normative implications concerning age demography inside 
project groups is considerably more problematic. Although age homogeneity 
inside a project group may enhance technical communication, such similar- 
ity may simultaneously reduce the diversity of contacts outside the group 
and thereby negatively affect project performance. In addition, age homoge- 
neity within project groups may produce age norms that influence project- 
group assignments (Lawrence, 1988). For instance, managers might assign 
only older engineers to challenging basic research projects because that age 
group bas always staffed those projects. Although such an assignment policy 
produces age-homogeneous project groups whose members are likely to 
communicate frequently, it also creates project groups defined by age sta- 
tuses: only one age group gets assigned to the challenging, state-of-the-art 
projects engineers prefer. The frustration this differentiation is likely to pro- 
duce among excluded engineers may encourage some to leave for more 
promising jobs and others to decrease their efforts on the job (Lawrence, 
1987). Thus, in human resource planning, a balance between homogeneity 
and diversity in age and tenure probably carries the most significant benefits 
for both employees and organizations. 

On the organizational level, the results of this study suggest that demo- 
graphic homogeneity enhances technical communication and thus may im- 
prove organizational performance. However, since year-to-year hiring and 
turnover patterns determine an organization's demographic distribution, al- 
tering demographic homogeneity, particularly in the short run, is problem- 
atic. In addition, it is not entirely clear what demographic distribution is 
optimal. Hiring large blocks of employees of the same age every few years 
may encourage communication within these large cohorts but at the same 
time create strong divisions between cohorts and severely isolate those not 
hired in peak years. A seniority-based layoff that removes entire cohorts of 
entrants may have an isolating effect similar to that of fluctuations in hiring. 
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On the other hand, steady year-to-year hiring may avoid the emergence of 
demographically based divisions and limit the number of isolated individ- 
uals but may also restrict the frequency of communication promoted by large 
cohorts. Clearly, there is a need for additional research on the differing 
effects of alternative demographic patterns on communication. Nonetheless, 
managers should pay attention to the long-term communication-related ef- 
fects of staffing decisions. This study suggests that staffing decisions made 
today may influence the communication patterns of organizations 5, 10, 
perhaps 20 or more years into the future. 

In summary, this research provides results encouraging further study of 
demographic variables in organizations. Certainly we need to learn more 
about how and under what circumstances different demographic variables 
produce organizational outcomes. Further, we need to learn more about the 
processes that intervene between demographic characteristics and organiza- 
tional outcomes. This study suggests that organizational demography pro- 
duces at least one organizational outcome, performance, through the rela- 
tionship between demography and technical communication. However, 
other intervening variables, such as intercohort conflict, status differences, 
and social comparison processes, may also be important. The many explan- 
atory possibilities of such intervening variables, in conjunction with the 
utility of demographic variables as managerial tools, make organizational 
demography a topic of continuing interest. 
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THE STRENGTH OF STRONG TIES: 
SOCIAL NETWORKS AND INTERGROUP 
CONFLICT IN ORGANIZATIONS 


REED E. NELSON 
Louisiana Tech University 


The relationship between social networks and conflict in 20 organiza- 
tional units was investigated. Results indicated that low-conflict orga- 
nizations are characterized by higher numbers of intergroup strong ties, 
measured as frequent contacts, than are high-conflict organizations. 
Further, comparison of the network configuration of the organizations 
studied suggested that high- and low-conflict organizations feature sig- 
nificantly different sociometric structures. 


As a ubiquitous feature of social systems, intergroup conflict has been 
studied from a variety of perspectives with a wide array of methodologies. 
Exchange theory, game theory, Marxist and functionalist perspectives, and 
psychiatric and psychological approaches are all represented in the extant 
research. The different methodological approaches taken include laboratory 
experiments, survey research, and case and ethnological studies. Despite the 
considerable variety of approaches available, most studies are concentrated 
in a few traditional areas, although a number of promising new avenues 
await investigation. The present study followed one of those avenues by 
examining the relationship between social networks and conflict in organi- 
zations across 20 organizations. 

The bulk of empirical research on conflict in organizations has been 
micro in orientation, and experimental or quasiexperimental paradigms 
have predominated. Despite prominent psychologists’ admission that stud- 
ies of intergroup conflict need to consider structural variables (Alderfer & 
Smith, 1982; Billig, 1976; Ring, 1967; Steiner, 1974), most research has con- 
tinued to focus on attitudes, traits, or interpersonal dynamics, with occa- 
sional work on ethnicity or organizational subunits. 

Consistent with this micro focus, empirical studies of conflict have been 
limited to people or groups within single organizations. To date, research 
analyzing antecedents or correlates of conflict across a sample of organiza- 
tions has not taken place. This lack limits theoretical knowledge as well as 
practical application because considering only one organization at a time 
makes it difficult to tell whether levels of conflict are comparatively high or 
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low. Such restriction is a problem because most theorists have agreed that a 
certain degree of conflict is an endemic and perhaps positive factor in orga- 
nizations yet at the same time have recognized that beyond a certain point, 
conflict is destructive (Benne, 1979; Coser, 1956; Janis, 1972; Robbins, 1974; 
Thompson, 1965; Schmidt & Tannenbaum, 1960; Walton, 1968). Theoretical 
and experimental work does little to identify thresholds at which conflict 
becomes problematic in an organization, and applied work by definition is 
undertaken in contexts where levels of conflict are considered unacceptable. 
No research that I am aware of has compared samples of high- and low- 
conflict organizations. 

The approach taken here complements and extends traditional research 
in a number of ways. First, it uses a relational methodology to examine a 
subject that hitherto has been studied with nonrelational data. Second, the 
theoretical insights of a network perspective are applied to develop and 
measure concepts used in earlier research. Third, comparing organizations 
that have reached disruptive levels of conflict to normal, nonpathological 
organizations highlights the practical value of the results. 


THE CONTACT HYPOTHESIS 


Although most of the literature on conflict has emphasized a micro, or 
process (Thomas, 1976), approach, one structural argument surfaces repeat- 
edly across a range of disciplines and approaches. Expressed simply, the 
“contact hypothesis” states that contact between different social units re- 
duces conflict levels. This concept has been most prominent among students 
of race relations, but community, social anthropology, and organization 
studies have offered similar notions (Allport, 1954; Amir, 1969, 1975; Cole- 
man, 1957; Levine, 1965; Mair, 1972; Murphy, 1956; Murphy & Kasdan, 
1959; Oaker & Brown, 1986). 3 

At least three causal explanations may be advanced for the general ob- 
servation that cross-cutting ties, or contacts between social units (Billig, 
1976), reduce intergroup conflict. Homan’s (1950) classic proposition that 
activity leads to interaction, which leads to sentiment, offers one possible 
rationale. If members of different groups interact, they should develop pos- 
itive sentiment for one another over time, which should help attenuate in- 
tergroup conflict. | 

A prominent feature of competing groups is the tendency for their mem- 
bers to become more cohesive internally while developing negative stereo- 
types and other perceptual distortions of those outside their group (Blake, 
Shepherd, & Mouton, 1964; Coleman, 1957; Schein, 1970). Increased cohe- 
sion leads to pressure to conform to group norms, reducing in turn the 
group's ability to process novel and dissonant information (Hensley & Grif- 
fin, 1986; Janis, 1972; Schein & Bennis, 1965). Polarization and disruptive 
conflict are often the result. 

Thus, a second causal explanation lies in the ability of intergroup con- 
tacts to combat polarization by maintaining the permeability of group 
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boundaries. Intergroup contacts serve as conduits for information contra- 
dicting group biases and provide external loyalties that reduce the impor- 
tance of ingroup membership and moderate pressures for conformity and 
radicalism (Ashmore, 1970). 

A third function of intergroup contact is providing channels for dispute 
resolution. Frequent interactions between groups permit resolution of issues 
as they arise, avoiding the accumulation of grievances and development of 
grudges (Newcomb, 1947; Thomas, 1976). Frequent contact also makes be- 
havior less political than it is when intergroup meetings are infrequent and 
formal (Patten, 1970). 

Of course, many contingencies may moderate the effects of intergroup 
contact on conflict. Status differences, conflicting or congruent goals, and 
levels and types of interdependence have all been shown to moderate the 
effect of cross-cutting ties on conflict (Amir, 1975; Hewstone & Brown, 1986; 
Pettigrew, 1971; Sheriff, 1967). However, the independent discovery of the 
conflict-reducing properties of intergroup contact in a variety of settings 
across cultures argues that the principle has some general validity. 

If there is scholarly agreement that intergroup contact generally reduces 
conflict, there is little clarity about exactly how much and what kind of 
contact it takes. Aside from general findings that contacts should be positive, 
or cooperative, rather than negative, or competitive, there is little guidance 
in the relevant literature about the nature of the contacts. Much of the liter- 
ature is silent on the subject, and in the experimental research, frequency 
and type of contact have not been measured precisely. Only the literature on 
ethnic relations has undertaken to examine the question in some detail, and 
much of this material is of limited applicability to organizational conflict. 

There is some consensus in the literature on race that intimate rather 
than casual contact between races is necessary to reduce prejudice (Amir, 
1975; Ashmore, 1970; Jordan & West, 1971). Studies have variously defined 
the degree of intimacy necessary (cf. Deutsch & Collins, 1951; Chadwick- 
Jones, 1962; Jahoda & West, 1951), but a high frequency of contacts or friend- 
ship ties figures in most studies. In the race relations literature, causal ex- 
planations for the efficacy of intimate contact in reducing conflict tend to 
support the argument that frequent interaction leads to positive sentiment 
(Amir, 1975; Ashmore, 1970; Jordan & West, 1971), which in turn reduces 
conflict. 

It is reasonable to expect that some kind of affective experience is nec- 
essary to overcome racial prejudice, given the strong emotional overtones of 
race relations. However, this likelihood does not disconfirm the other two 
explanations, which are grounded in theories of group interaction quite 
unrelated to the dynamics of ethnic relations but germane to internal orga- 
nizational processes. 

A probable corollary of the contact hypothesis is the idea that high 
levels of intragroup contact and identification may lead to intergroup dif- 
ferentiation, or perceptual distortions of outgroups, and therefore to conflict. 
Janis (1972) posited excessive ingroup intimacy as a major contributor to 
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“groupthink.” Brown, Condor, Mathews, Wade, and Williams (1986) found 
an association between ingroup identification and differentiation in one 
organization, and Downing and Monaco (1986) found that manipulating 
ingroup contact influenced differentiation in a field experiment. 

No research to date has considered the impact of the frequency of in- 
ternal group contacts on conflict in ongoing organizations. And none of the 
studies cited has gathered detailed information on the frequency and pat- 
terns of contact within and between groups, for only sociometric techniques 
can generate such data. 


Social Networks 


The objective of social network analysis is to understand the pattern and 
content of the interactions that take place within and between social units. 
For this reason, such analysis brings fresh methodological and conceptual 
power to tests of the contact hypothesis. Social network analysis defines 
networks as sets of ties linking several individuals. Ties or contacts may be 
of different kinds, formal or informal, frequent or infrequent, affect-laden or 
purely utilitarian. Network analysts use the terms “transactional content” or 
“tie type” to identify the type of exchange or relationship that takes place 
between actors in a network (Granovetter, 1973). 

One classification of ties particularly germane to the contact question is 
the distinction between strong and weak ties first proposed by Granovetter 
(1973). Granovetter defined tie strength as a function of three factors: (1) 
frequency of contact, (2) reciprocity—of favors and obligations, for in- 
stance—and (3) friendship. Thus, strong ties are frequent contacts that al- 
most invariably have affective, often friendly, overtones and may include 
reciprocal favors. Weak ties are infrequent contacts that, because they are 
episodic, do not necessarily have affective content. Research on strong and 
weak ties has attributed different functions to each (Granovetter, 1973, 1982; 
Nelson, 1986). People use strong ties for political mobilization and solidarity 
and weak ties for the transmission of novel information and diffusion of 
innovation. 

The network concept of strong and weak ties is quite similar to the 
concept of intimate and casual contact found in the ethnic relations litera- 
ture. The similarity calls to mind the possibility that strong ties between 
groups may reduce disruptive conflict in organizations. However, research- 
ers have not yet applied the findings on tie strength to an analysis of conflict. 

Without explicitly linking the concept of tie strength and the contact 
hypothesis, Krackhardt and Stern (1988) made a strong case for the efficacy 
of cross-cutting strong ties as a conflict reduction mechanism, arguing that 
the existence of friendship ties between organizational units reduces conflict 
and facilitates cooperation, thus increasing organizational effectiveness in 
times of crisis. Presumably, weaker ties would not be sufficient to overcome 
units’ self-interest and prevent conflict. 

Krackhardt and Stern presented laboratory data supporting their argu- 
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ments, but their dependent variable was crisis adaptation, not conflict. The 
present study extended the Krackhardt-Stern approach in three ways: (1) 
Field data were used to replicate findings from the laboratory. (2) Weak ties 
as well as strong ties were related to conflict levels. (Krackhardt and Stern 
considered only strong ties.) (3) Configuration of contacts was studied across 
high- and low-conflict organizations, making it possible to go beyond the 
general question of ingroup and outgroup ties to examine specific structures 
of interaction associated with high and low conflict. 

The ability to examine specific patterns of interaction is an aspect of 
network analysis that other methodologies lack. Several different patterns of 
contact could lead to the same number of internal and external ties. For 
example, all groups could make outgroup ties with one powerful coalition; 
or outgroup ties could be evenly distributed across all groups.” Another 
possibility is a hierarchical pattern in which groups initiate external ties 
only with adjacent levels. Also, organizations frequently contain pockets of 
isolated individuals who do not themselves belong to a group but who have 
ties to individuals in several groups. By exploring patterns of contact in a 
number of ongoing organizations researchers stand to gain a fuller picture of 
the structural antecedents of organizational conflict. 


Hypotheses 


The foregoing discussion suggests two unambiguous hypotheses about 
social networks and intergroup conflict as well as a more speculative prop- 
osition about tie configuration and conflict in organizations. 

Hypothesis 1: Low-conflict organizations will feature 

more frequent outgroup, or external, strong ties than high- 

conflict organizations. 
This is a simple extension of the Krackhardt-Stern hypothesis and is con- 
sistent with the ethnic relations literature: positing intimate contact as a 
conflict-reducing mechanism. 

To support this hypothesis, it is necessary to show that strong ties be- 
tween groups, not just contacts in general, are associated with low conflict 
levels. I took two steps to test the hypothesis, first comparing the total num- 
ber of between-group contacts in high- and low-conflict organizations, irre- 
spective of tie strength, and then repeating the comparison, separating strong 
and weak ties. I expected to find significantly more strong ties between 
groups in low-conflict organizations, after controlling for overall frequency 
of contact. 

A second hypothesis was derived from the argument that excessive 
intragroup intimacy may ultimately foster conflict by distorting perceptions 


1 Existing network studies on conflict emphasize intragroup rather than intergroup or or- 
genizational level conflict (Kapferer, 1969, 1972; Roethlisberger & Dickson, 1939; Thurman, 
1979). 

? Krackhardt and Stern believed that evenly distributed ties are best in crises, but they did 
not test the proposition. 
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of outgroups, leading to one-sided ingroup loyalties and an environment 
generally favoring groupthink. It is not unreasonable to posit that within- 
group strong ties are consistent with such intimacy. Thus, 

Hypothesis 2: The frequency of internal] strong ties will be 

lower in low-conflict organizations. 
As with Hypothesis 1, the effect of the overall frequency of ties had to be 
removed before I considered the frequency of strong ties. Intuitively, weak 
ties seem unlikely to foster the ingroup distortions that are the subject of this 
hypothesis. 

An important factor here is the relationship between internal and ex- 
ternal strong ties. It may be that strong outgroup ties attenuate the negative 
effects of ingroup intimacy. Thus, the real issue may not be the absolute 
frequency of ingroup ties, but rather their comparative frequency.? There- 
fore, another test of the second hypothesis would be to compare the propor- 
tion of internal strong ties to external strong ties across the two groups. The 
persistence of a significant difference between high- and low-conflict orga- 
nizations, with the overall propensity for strong ties controlled, would sup- 
port Hypothesis 2. 

If high- and low-conflict organizations do indeed vary in the number 
and strength of their ingroup and outgroup ties, it would be reasonable to 
expect that the sociometric structure of those contacts would also vary. 
Network analysts have identified a number of typical patterns of interaction 
(Bavelas, 1950; Breiger, 1979), but neither the literature on networks nor that 
on conflict provides much guidance as to what specific patterns might be 
found. The second part of this article offers an examination of the sociomet- 
ric structure of high- and low-conflict organizations in order to explore the 
proposition that the configurations of contacts will differ in high- and low- 
conflict organizations. Any regularities observed in this exploratory exercise 
should provide more specific hypotheses for future research. 


METHODS 
Organizations 


The data on the 20 organizations in this study were drawn from a data 
bank of information on 40 organizations, which I created in an effort to 
generate normative data about networks in organizations and their relation 
to performance. Most of the organizations in the data bank and all those 
studied were the subject of detailed case studies that included a brief his- 
tory, an organizational description, and a summary of the major problems 
and challenges faced by management. Study participants were informed that 
data would be used for academic research only and that individual as well 


? In fact, Krackhardt and Stern built this argument into their measure of outgroup ties, but 
I preferred to look at both absolute and comparative levels of internal contact. 
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as organizational anonymity were guaranteed. I used identical data- 
gathering techniques in all the organizations. Although some of the 40 or- 
ganizations in the data bank were my consulting clients, my only relation- 
ship to the organizations discussed herein was that of independent re- 
searcher. ` 

A variety of organizations were studied, including manufacturing, ser- 
vice, public-sector, and private-sector entities. Although selection was not 
random, and I make no claim of representativeness, no one type of organi- 
zation predominates. Voluntary organizations were the only obvious class 
not included. Table 1 provides a brief characterization of the 20 organiza- 
tional units and the number of participants in each. 


Network Measures 


Network data were collected by giving each respondent a list of all other 
respondents in their organization or organizational unit and asking, “Indi- 
cate the number of contacts you have with each individual in an average 


TABLE 1 
Organizations Studied 
Number of Number of 
Organizations Groups Participants 
High conflict 
Coupon redemption center 3 20 
1,000-bed community hospital 6 38 
400-bed charity hospital 5 27 
Municipal government executives 3 22 
Family-owned funeral homes chain 3 18 
Electric utility, executives 5 32 
Electric utility, generation plant personnel 7 54 
Public accounting firm 7 60 
Local bank 4 24 
` Clothing store chain, regional personnel 3 20 
Subtotal 46 315 
Low conflict 
400-bed for-profit hospital 4 28 
Hospital supply company 6 39 
Regional council of governments 3 18 
Budget unit of government agency 3 25 
Food conglomerate, executives 3 18 
Regional bank, operations personnel 3 20 
Reglonal bank, trust department personnel 3 20 
Defense contractor 3 24 
Public accounting firm 5 33 
Smelter 5 39 
Subtotal 38 265 
Total 84 580 
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week.’ Individual responses were entered as rows into an n-by-n adjacency 
matrix, or sociomatrix, in which rows and columns represent individuals 
and cells represent the frequency of interaction between pairs of individuals. 
I created one sociomatrix for each organization or unit studied. 

In all, data were received from 592 individuals, 580 of whom returned. 
usable questionnaires. I limited the number of respondents from each orga- 
nization or unit to 90, both to maintain the manageability of the data and to 
assure that the data sets would be roughly comparable. The number of pos- 
sible contacts increases geometrically with the size of a network, but the time 
and resources needed to maintain contacts increase mathematically. Thus, 
very large networks contain mostly empty space and tend to be qualitatively 
different from smaller networks. This problem and the manageability prob- 
lem increase dramatically as the number of network members approaches 
100. 

In order to keep the number of network members to no more than 90 
while including different-size organizations, I began distributing question- 
naires in large organizations at the top and worked down three hierarchical 
levels. If a unit or an organization contained fewer than 90 members, I gave 
questionnaires to all members. A number of smaller units from larger orga- 
nizations were included so as not to overrepresent the executive levels of the 
large organizations. This top down approach probably somewhat skews the 
study toward managerial levels. Also, the upper limit on the size of data sets 
means that the results are not applicable to very large networks. This is a 
weakness common to nearly all contemporary studies of networks in orga- 
nizations, be they theoretical or empirical. 

Most of the units studied were discrete, autonomous organizations or 
semiautonomous divisions of conglomerates. Those few that were not were 
reasonably self-contained work units with few major external interdepen- 
dencies. Data sets ranged in size from 18 to 60. None of the variables dis- 
cussed herein were significantly correlated with the size of data sets or 
organizations. Had the size of data sets not been restricted by an upper limit, 
organization size would surely have influenced some network dimensions. 


Conflict Levels 


As mentioned above, an important aim of this research was to compare 
organizations where conflict has reached disruptive proportions with orga- 
nizations whose performance has not been adversely affected by internal 
conflict. Measuring disruptive conflict is a challenge, first because no vali- 
dated, reliable measures of conflict exist (Thomas, 1976) and second because 
social scientists have not yet developed conceptual criteria for differentiat- 
ing between healthy conflict and disruptive conflict. 

In the absence of more specific guidance from the literature, conflict is 


* Other network data were collected, but this article presents only data about the average 
frequency of weekly contact. 
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here defined as disruptive when it becomes sufficiently intense to adversely 
influence organizational performance. Field experience and anecdotal evi- 
dence from the popular business press suggest five events that commonly 
occur when conflict has reached sufficient intensity to prejudice organiza- 
tional performance: (1) Recent turnover attributable to internal politics or 
incompatibilities. (2) Apathy or fatalism about external threats attributable 
to excessive infighting. (3) Inability to reach consensus on how to implement 
needed strategic or operational changes. (4) Recent intervention by external 
entities attributable to internal inability to make or implement decisions 
(externally imposed management changes, investigations, arbitration, litiga- 
tion, etc.). (5) The presence of easily identifiable opposing internal factions. 

A search of case notes on the organizations in the data bank for those 
events revealed 11 organizations in which at least one event was clearly 
present. I then chose another 11 organizations in which events indicating 
disruptive conflict levels were clearly absent. My intent was to provide a 
contrast between normal and pathological levels of conflict rather than to 
find extremes of harmony and disharmony. 

After the two groups of organizations were chosen, two additional raters 
independently reviewed the case studies for the 22 organizations, placing: 
them in high- or low-conflict categories. Both raters agreed on the classifi- 
cations, except in the case of one low-conflict organization, which was 
dropped. In order to maintain equivalency, I dropped one randomly chosen 
high-conflict organization. 

Managers from 19 of the 22 organizations provided their perceptions of 
conflict levels on a Likert scale of 1 to 6. The mean for the low-conflict group 
was 1.44, and for the high-conflict group it was 3.10 (t = 3.59, p > .005). 
These scores were significantly correlated with the number of events indi- 
cating disruptive conflict taken from the case studies (r = .71, p > .005). 


Identification of Groups 


With the high- and low-conflict aggregates constructed, the next step 
was to identify groups in the 20 organizations and to compute the number of 
strong and weak ties within and between groups. I used a clustering algo- 
rithm designed for network analysis called CONCOR (Breiger, Boorman, & 
Arabie, 1975) to identify groups. CONCOR iteratively correlates column vec- 
tors of a matrix with one another until the correlations approach +1 or —1. 
Positive and negative correlations are then separated to produce two groups. 
This process is repeated for the separate groups until the desired number of 
groups is obtained.* 

In practice, CONCOR identifies groupings in which all members have 
frequent contact with one another, if such groups exist. Of course, frequently 
organizations contain isolates, or “liaisons” (Schwarz & Jacobson, 1977), 


8 For a simplified explanation of CONCOR and other algorithms used in network research, 
see Rogers and Kincaid (1980). 


386 Academy of Management Journal June 


individuals who have very few ties or ties to more than one group. CONCOR 
groups such individuals together according to the similarity of their net- 
works. The results obtained using CONCOR are not unlike those obtained 
from other network algorithms applied in organizations (cf. Richards, 1975; 
Schwarz & Jacobson, 1977; Weiss & Jacobson, 1955). 

The sociomatrix from each organization was divided into groups of ten 
or fewer individuals. I used ten as a cut point because of the tendency for 
larger aggregations to contain subgroups. Researchers in group dynamics 
have long recognized a group size of five to ten as ideal (Thomas & Fink, 
1963). The division yielded 84 groupings from 580 usable questionnaires, 46 
groups for 315 actors in the high-conflict organizations, and 38 for 265 in the 
low-conflict organizations. 

Four values computed from each sociomatrix are of interest here: strong 
ties within groups (internal strong ties), strong ties between groups (external 
strong ties), weak ties within groups, and weak ties between groups. Strong 
ties were defined as involving contacts occurring six or more times in an 
average week and weak ties as involving one to five average weekly contacts. 
It was reasoned that most people who interact at least once in an average 
workday will develop some positive sentiment and reciprocity over time. 

Ideally, strong ties would be defined by the presence of friendship and 
reciprocity in addition to frequency of contact. However, the multiple mea- 
sures necessary for scale construction prove cumbersome in network re- 
search. In practice, frequency of contact, friendship, and reciprocity are 
closely associated, and the network literature has used frequency of contact 
as a surrogate for the other two components of tie strength. In his seminal 
work on weak ties, Granovetter (1973) found high frequency of contact to be 
accompanied by reciprocity and friendship and used contact frequency as 
his only measure of tie strength. In a community study measuring both 
friendship choices and frequency of contact, I (1983) also found that the two 
measures produced almost identical results. 


RESULTS 
Group Ties 


Table 2 contains totals of internal and external strong and weak ties for 
the high- and low-conflict organizations. Of the 4,312‘ties in the high- 
conflict organizations, 3,033 (70%) are external. Of 4,796 ties in the low- 
conflict organizations, a comparable percentage (3,468, or 72%) are external. 
However, the frequency of strong external ties varies dramatically between 
the high- and low-conflict organizations. Forty percent of the low-conflict 
organizations’ external ties are strong, versus 16 percent for the high-conflict 
organizations. This pattern supports Hypothesis 1, which specifically posits 
that strong ties between groups inhibit disruptive conflict. 

About 13 percent (12.9) of the low-conflict contacts are strong internal 
ties, compared to 10.7 percent of the high-conflict contacts. This difference 
is not large, but it is contrary to prediction: Hypothesis 2 predicts higher 
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TABLE 2 
Tests of Independence for Subtables 
Tie Strength Internal External 
Strong ties 
High conflict 465 411 
Low conflict 619 1,052 
x? = 50.2 
df = 1, p < .0001 
Weak ties 
High conflict 814 2,822 
Low conflict 709 2,416 
x! = 0.9 
df = 1, ms. 


internal contact for high-conflict organizations. On the other hand, the pro- 
portion of strong ties that are internal differs considerably in the low- and 
high-conflict organizations. In the latter, 53 percent of the strong ties are 
internal, compared to only 37 percent in the former, which suggests that the 
relative concentration of internal strong ties plays a more important role 
than their absolute frequency. 

The most obvious inferential test for the data is a simple test for inde- 
pendence performed separately on subtables for strong and weak ties (see 
Table 2). This test yielded a substantial association for the strong ties (df = 
1, xX? = 50.2, p > .0001) but no association for the weak ties (x? = .90, n.s.). 
Moreover, the residuals appeared to be as expected. The high-conflict orga- 
nizations have within-group contact that is higher than expected, and the 
low-conflict organizations have between-group contact that is higher than 
expected. 

The separate tests do not take into account overall propensities to ini- 
tiate strong or weak ties or the comparative frequency of internal or external 
contacts, independent of tie strength. Fitting log-linear models to the values 
in Table 2 controls for those tendencies and provides a more complete sta- 
tistical evaluation of the results obtained. The possible associations in the 
table can be modeled thus (cf. Agresti, 1984; Bishop, Feinberg, & Holland, 
1975; Marsden, 1980): 


log Ing se H + Tj T Cj + WwW, + TCy +.TWy + CW. + TC Wa, 
where 


T = tie type (i = strong or weak), 
C = conflict (j = high or low), 
W = contact (k = internal or external), and 


m = frequency of contact. 


The model log m = p + T, + C; + W, + TW, controls for the overall 
number of strong and weak ties (T), the total number of contacts made in the 
high- and low-conflict organizations (C), the overall number of internal and 
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TABLE 3 
Log-Linear Models of Complete Table 
Models* df a Reduction 
TW,C 2 302.50 
TW,CW 2 298.20 .014 
TG TW 2 61.14 .798 
TG,TW,CW 1 33.83 .888 


^ T = tle strength, C = conflict, W = internality-externality. 


external ties (W), and the tendency for there to be more weak ties between 
groups (TW). It serves as a base line against which to compare the effects of 
strong and weak and internal and external ties in the high- and low-conflict 
aggregates. ] 

The model log mj, = p + T, + C; + Wy + TW + TC, removes the 
effect of differences in the overall propensities of the members of the high- 
and low-conflict organizations to make strong ties, independent of whether 
those ties are internal or external. 

The model log my, = p + T, + C; + W, + TWy + CW, removes the 
effect of differences in the overall propensities of high- and low-conflict 
organizations for internal or external ties, independent of whether those ties 
are strong or weak (Table 3). 

Finally, the model of no three-way interaction, TC + CW + TW, pre- 
sents the null hypothesis that there is no association between tie strength, 
internality and externality, and conflict. 

Fitting the TC,TW model reduces chi-square from 302 to 61.2, a propor- 
tional reduction of 79 percent, indicating that strong ties are much more 
prevalent in low-conflict organizations. (Reduction in chi-square is very 
loosely analogous to variance explained in regression.) The model of no 
- three-way interaction further reduces chi-square to 33.83, but the null hy- 
pothesis is still rejected at .000. The CW,TW model, on the other hand, 
provides only minimal improvement in fit, from 302.5 to 298.2, indicating 
that the two aggregates of organizations are not significantly different in 
overall distribution of internal and external ties, if tie type is not considered. 

The log-linear results suggest three conclusions. First, there is a signif- 
icant association between conflict, tie strength, and the externality or inter- 
nality of contacts, after other variables have been controlled for. Second, it 
appears that strong ties may reduce disruptive conflict whether contacts take 
place within or between groups. That relationship, which was not hypoth- 
esized, merits attention in future research. A posteriori, I am tempted to 
speculate that strong within-group ties are actually beneficial to organiza- 
tional harmony if balanced by a number of strong ties linking groups. It 
might be argued that strong ties help to maintain harmony inside groups, 
thus contributing to overall harmony in an organization. Third, high- and 
low-conflict organizations have similar overall proportions of internal and 


1989 Nelson . 389 


external contact. The difference, therefore, lies in the distribution of strong 
and weak ties within and between groups. 


Conflict and Network Configuration 


The results of the CONCOR analysis offer some evidence that organiza- 
tions with disruptive levels of conflict suffer a lack of strong between-group 
ties and have a comparative abundance of strong within-group ties. How- 
ever, previous research on neither groups nor networks provides clues as to 
what structural patterns strong ties assume in high- and low-conflict orga- 
nizations. Because of this lack of theoretical direction, I formulated no a 
priori hypotheses about the actual structure of group relations, aside from 
the proposition that network structures would be different in high- and 
low-conflict organizations. In an effort to explore this proposition, I exam- 
ined “blockmodels” (White, Boorman, & Breiger, 1976), graphic representa- 
tions of network configuration, for recurring structural patterns. 

The construction and interpretation of blockmodels can best be ex- 
plained through an example. Groupings of interest, in this case the CONCOR 
groupings, are placed together in an adjacency matrix, shown in Table 4. 
Individual responses are entered in the same order as columns, so the first 
row lists person 1's responses regarding all subjects and column 1 lists all 
respondents' contacts with person 1. The diagonal of the adjacency matrix is 
disregarded. If the matrix is divided into regions defined by the CONCOR 
groupings, a detailed picture of network structure emerges. Region 1,1 in the 
matrix displays the internal network of group 1; region 1,2 contains group 1's 
perceptions of contact with group 2; region 2,1 contains group 2's percep- 
tions of contact with group 1, and so forth. Visual inspection of the matrix 
indicates that regions 1,1 and 4,4 are much fuller than regions 2,2 and 3,3, 
suggesting that groupings, or blocks, 1 and 4 are real groups but that blocks 
2 and 3 are aggregations of isolates who may have ties to others but do not 
belong to a group. Looking off the diagonal, it would appear that blocks 1 and 
4 are well integrated and that block 4 has more ties to the isolate blocks (2 
and 3) than block 1. 

Making a “density table" of the matrix allows precise comparison of 
regions and reduces the information contained therein to more manageable 
proportions. The sum of contacts in a region is divided by the area, or 
number of possible relationships; for example, the density of region 1,3 is 
40/25, or 1.6. A density table confirms impressions based on a raw adjacency 
matrix without requiring perusal of each individual response. 

A density matrix can be reduced still further by calculating the mean 
density of an entire matrix and denominating values above and below the 
grand mean as one and zero blocks. This results in a blockmodel, or reduced- 
form image, that captures the essential features of the adjacency matrix and 
facilitates comparison across cases. 

Blockmodel analysis is particularly appropriate for the task at hand 
because, as Breiger argued, ‘‘by providing a systematic framework for rela- 
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TABLE 4 


Construction of a Blockmodel* 


Region 1,2 
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Blockmodel 
0 
0 
0 
0 


Region 1,4 


3.26 


4.25 
2.86 
5.75 
8.57 


Region 1,3 
1.60 
1.32 
2.30 
3.57 


Density 


1.10 
1.37 
0.86 
3.00 


9.10 
1.30 
1.64 
3.65 


TABLE 4 (continued) 


Region 1,2 
40 
80 
40 
56 


25 
50 
20 
40 


Area 
50 
90 
50 
80 


20 
50 
25 
40 


170 
229 
230 
480 
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* [n the tables Sums, Area, Density, and Blockmodel, ij corresponds to region ij of the larger table. For example, the sum of contacts in region 


1,3 is reported in cell 1,3 of Sums (40); the area of region 1,3 is found in cell 1,3 of Area (25 = 5 x 5). 





182 
65 
41 

146 
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tional description, blockmodel analysis bridges the gulf between specific 
case studies and general hypotheses” (1979: 21). In other words, by exam- 
ining the blockmodels of each organization studied, it is possible to compare 
the structures of the two aggregate groups without ignoring the individuality 
of each organization. 

Space will not permit presentation of all 20 ege and their cor- 
responding density tables. Instead, I offer a more detailed description of four 
recurring patterns typical of the high- and low-conflict organizations stud- 
ied. 

The first blockmodel, which can be called an unconnected clique struc- 
ture or multiple caucus model (Breiger, 1979), is a straightforward extension 
of the contact hypothesis. Here, high diagonal densities—regions 1,1 and 
2,2, for instance—and low off-diagonal densities indicate unconnected 
cliques or coalitions that have few contacts with other coalitions. Of the 
high-conflict organizations, 5 of the 10 studied fit this category fairly well. 
Among the low-conflict organizations, this pattern was absent. 

High-conflict teaching hospital. The management structure of a 1,000- 
bed teaching hospital unable to cope with the conflicting demands of mul- 
tiple constituents provides a typical example of the unconnected clique 
structure (see Table 5). The hospital is community-owned but is also affili- 
ated with a major regional university. Indigent admissions are high, and 
various community groups simultaneously press for cost reductions, more 
sophisticated care, and enlarged facilities. The university and its doctors 
also make demands that are somewhat different from those of other constit- 
uents. 

In this divisive political environment, few € teams have sur- 
vived for long. In six years, the hospital has had four different chief execu- 
tives, and the incumbent of virtually every key position has changed at least 
once. Top management is so overcome by outside pressures that it has been 
unable to give adequate attention to internal concerns. Moreover, commu- 
nity cleavages have found their way into employee groupings in the hospital. 

Using CONCOR, I divided 38 managers into six groups forming three 
isolated caucuses. The first two groups contain top management and the 
heads of important ancillary and support services such as the radiology, 
laboratory, and pharmacy departments. Group 1 is loosely tied internally 
and has few external contacts except for those with group 2. Groups 3 and 4 
contain employees who perform financial services—accounting and data 
processing and keeping patient accounts and records, respectively. They are 
very cohesive internally and entertain reciprocal contacts but are also iso- 
lated from the rest of the organization. Groups 5 and 6 contain noncritical 
and critical nursing and support employees. They have strong ties to one 
another but minimal contact with the rest of the organization. 

Under this network configuration, the cohesive financial employees 
made progress in controlling costs, without the support of the ancillary or 
nursing employees. The loosely knit top management never did penetrate 
the other two caucuses, and eventually most of its members were dismissed. 
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Low-conflict smelter. Interestingly enough, four or five of the low- 
conflict organizations had the same clique structure, with the critical differ- 
ence that one group had ties to all the other groups, apparently providing a 
bridge for coordination and conflict resolution. The second blockmodel in 
Table 5 is from a copper smelter that experienced a rather tumultuous down- 
sizing and union decertification a year and a half before data were collected. 
Not only was there considerable turnover at the shop-floor level, managerial 
changes were also widespread. During this period, most dissidents left the 
company, and the plant manager and his lieutenants, who were mostly em- 
ployees of the personnel department, consolidated control over all remain- 
ing groups. Most departments then reported directly to top management. 
Since that time, relationships at the plant have been peaceful, and efficiency 
is much higher than the industry average. 

Block 1 consists of top management and the personnel department. (It 
appears that the decertification and downsizing brought personnel into the 
limelight.) This group is firmly connected to all remaining groups. Group 2 
represents the “technical core" (Thompson, 1967) of the organization, re- 
sponsible for the primary output of the factory. It is strongly tied internally 
and quite isolated, except for its tie to top management. Group 3 contains 
maintenance, receiving, shipping, and other support activities. It receives 
some contact from group 4, a subunit that recovers by-products of the activ- 
ities of group 2. Group 5 contains indirect labor, such as sales, accounting, 
data processing, and purchasing employees. 

The ties made by other groups with plant management (block 1) are not 
reciprocated, suggesting a dominant-subordinate relationship. In some vari- 
ants of this pattern, ties between a leading or coordinating group and other 
groups are reciprocal, but my personal field experience suggests that greater 
stability, if not goodwill, is enjoyed in organizations where other groups 
initiate more ties with the lead group than that group reciprocates. 

High-conflict charity hospital. Ironically, the most conflict-ridden or- 
ganization in the study featured more between-group strong ties than most of 
the low-conflict organizations. It was a hospital run by a religious order with 
a 350-year tradition of charitable service. The order had recently begun to 
emphasize the need for better financial results and had brought in its first lay 
chief executive officer (CEO). Not all members of the order agreed that the 
change to professional management was for the best and several resented 
what they considered excessive concern over financial performance to the 
detriment of their charitable objectives. The new CEO, who was hired away 
from another local hospital, brought a number of subordinates with him and 
made several new hires. The remaining lay subordinates were divided in 
loyalty between different members of the order and the new management. 
After almost a year of new management, the hospital’s situation remained 
chaotic, its market share was falling, morale was low, and no coherent strat- 
egy had been put in place. The network (Table 5) reflects the turmoil that 
reigned in this organization. 

The CONCOR groupings show considerable diversity and some confu- 
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sion. Block 1 combines the CEO with subordinates of the administrative 
director and chief financial officer. Block 2 combines employees reporting 
directly to the CEO, except for the chief financial officer, with several sub- 
ordinates of the chief operating officer. Block 3 contains financial managers 
and managers for quality assurance and utilization review. Block 3 is the 
most logical of the groupings, although it again combines subordinates of 
different executives. Block 4 is diverse, containing people in such unrelated 
functions as nursing, data processing, and maintenance. Block 5 contains 
social services, public relations, and kidney center employees. 

Only blocks 2 and 3 have internal densities above the mean of the 
matrix. Perhaps noteworthy is the fact that these two blocks also have the 
clearest functional identities: operations for group 2 and finance for group 3. 
As in the first case presented, the teaching hospital, there is no identifiable 
top-management block with internal ties. The other three blocks make and 
get contacts but share little internal contact. Block 5 receives attention from 
blocks 1, 2, and 4 but gives almost none in return. Such assymmetries are 
typical of powerful groups, but block 5 contains no individuals in easily 
tecognizable, influential positions. 

Operations (block 2) makes contacts with blocks 2, 3, and 4, but only 
block 4 fully reciprocates. Block 3 receives contacts from two blocks but 
makes most of its ties with block 1. Thus, two blocks, 3 and 5, have the most 
ties made with them, yet they contain only one top manager—the chief 
financial officer—between them. In sum, the network of this organization 
makes little sense in relation to traditional hierarchical or functional criteria. 

Low-conflict for-profit hospital. The network of a 300-bed for-profit 
hospital in the same community can be compared to the high-conflict char- 
ity hospital. The for-profit hospital had experienced some administrative 
turnover and managerial restructuring in the last five years, but the process 
was not tumultuous, and internal conflict was not a significant problem. 
Public image, morale, and efficiency were good, and market share was in- 
creasing (see Table 5). 

Using CONCOR, I divided 28 upper-level employees into four groupings 
with clear roles. Block 1 contains top management and financial executives. 
Block 2 principally consists of the employees of ancillaries like the labora- 
tory, cardiology, pharmacy, and radiology departments. Block 3 contains 
. nursing management. Several different types of employees appear in block 4, 
but all have environmental, boundary-spanning roles: examples are person- 
nel, medical staff coordination, and patient relations employees. 

Like the charity hospital, this organization contains aggregations of iso- 
lates (blocks 2 and 3) and has no one group that provides a bridge to all 
blocks. There are significant differences, though. The isolate block 2 initiates 
few ties but also has few ties made with it. In the charity hospital, the isolate 
blocks maintain ties with the two other blocks simultaneously. In the 
present example, the isolate block 3 is firmly tied only to block 4. Moreover, 
all ties in the present blockmodel are reciprocal. The top-management team 
is strongly tied to the boundary-spanning block 4, which in turn is tied to the 
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nursing block. The ancillary block is not firmly attached to any group; it has 
ties evenly spread between blocks 1, 2, and 3 and has somewhat greater 
contact with block 4. 

The clearly identifiable roles of these blocks and their logical interrela- 
tions create an impression of order and stability. This impression conformed 
to my subjective impressions of the organization. Top management had 
clearly established its role as that of controlling costs and promoting effi- 
ciency, albeit from a distance. The boundary-spanning group, composed 
mostly of the second level of management, took care of operational details 
and mediated between the environment and the technological core (block 3). 
Finally, the ancilliaries were given free rein, subject to the performance 
standards of top management. 

The contrast between these two hospitals illustrates the major differ- 
ences between the remaining high- and low-conflict cases. High-conflict 
organizations seldom produced clearly identifiable groupings with strong 
functional, hierarchical, or spatial commonalities. The groupings of low- 
conflict organizations, on the other hand, were clearly differentiated. Com- 
mon to high-conflict organizations were blocks with strong internal ties that 
appeared to compete for the divided loyalties of isolates, blocks with few 
internal or external ties. Although low-conflict organizations may feature 
unreciprocated ties to a dominant managerial group, unreciprocated ties 
were present across a variety of groupings in the high-conflict organizations. 


CONCLUSIONS 


At the aggregate level, the relationship between social networks and 
conflict in organizations appears simple: strong ties are generally associated 
with an absence of disruptive conflict, and strong ties between groups are 
especially typical of low-conflict organizations. 

Examining specific sociometric structures, however, reveals a more 
complex picture. About half the organizations studied consisted of sets of 
groups or collections of individuals sharing many contacts with one another. 
In those organizations, the absence of a dominant group with strong ties to 
all other groups was associated with disruptive conflict. 

The rest of our organizations contained one or more nongroups, collec- 
tions of individuals with few internal ties, and lacked a dominant group 
providing a bridge to all other groups, or blocks. In these more complex 
cases, the composition of blocks appeared to be a key difference between 
high- and low-conflict organizations. Organizations in which members of 
individual blocks shared a common function, position, or role—in other 
words, where block composition made sense—were more prevalent where 
conflict was low. Also, there was a tendency for high-conflict organizations 
to contain competing networks, with two or more blocks making ties to the 
same third party. Further, unreciprocated ties between blocks were more 
frequent in high-conflict organizations. 

What emerges is an image of chaos in the high-conflict organizations 
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versus an image of order and meaning in the low-conflict ones. There is a 
recent tendency to admit and sometimes even celebrate the ambiguity and 
chaos that find their way into all organizations (Cohen, March, & Olson, 
1972; Hedberg, Nystrom, & Starbuck, 1976; Peters, 1987). The results of this 
research suggest that this chaos should not extend to the network structure 
of an organization. Rather, low-conflict organizations contain consistent, if 
not homogenous, groups bound together in an orderly manner by strong ties. 

In the same vein, it would appear that intergroup contacts should not be 
randomly distributed across an organization, nor should redundant or du- 
plicate networks be fostered in an attempt to reduce disruptive conflict. The 
idea that evenly distributed ties will stimulate generalized organizational 
loyalty, thus reducing conflict, is intuitively appealing (Krackhardt & Stern, 
1988). However, the present research does not support that idea. Rather, it 
seems that conflict is less probable when one dominant group mediates 
between all other groups or when a hierarchy links groups serially. Again, 
the guiding principle is order rather than ambivalence. 

Another potentially important finding is the preponderance of strong 
ties in low-conflict organizations, in addition to the comparative abundance 
of external strong ties. This unanticipated result, asymptotically as strong as 
support for the contact hypothesis, may have important theoretical and prac- 
tical implications. Is frequent personal contact essential to organizational 
harmony? If so, why? It is already known that managers spend large amounts 
of their time interacting with one another (Kotter, 1986; Mintzberg, 1976). Do 
they need to interact still more? 

The limitations of this research raise still other questions and research 
issues. The conceptualization and measurement of strong ties and disruptive 
conflict call for additional work. The relationship between formal organiza- 
tional structure and network structure also calls for exploration. Future re- 
search might explore whether matrix structures foster competing networks, 
leading to conflict, and whether other formal structures have different im- 
pacts on network structure. Perhaps functional structures favor clique net- 
work structures, and divisional structures favor more complex network con- 
figurations. 

Clearly, network structure is not the only antecedent of conflict in or- 
ganizations. Unfortunately, the small number of organizations included in 
this study precluded examination of other contextual variables related to 
both conflict levels and networks. Moreover, it is reasonable to argue that 
conflict alters network configuration and content, perhaps reducing strong 
ties and disrupting integrative mechanisms. Most likely, causality is recip- 
tocal, but the scope and methods of this research were inadequate to address 
the issue. Future research should focus on networks as both a cause and a 
consequence of conflict in different organizational settings. 

Finally, given the recurring conclusion that investigators in different 
disciplines using different methodologies have reached, that cross-cutting 
strong ties reduce conflict, how does an organization go about forging such 
ties? Both Granovetter (1973) and Krackhardt and Stern (1988) have sug- 
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gested that strong ties between groups do not occur naturally. In the present 
research, the number of external strong ties was much lower than the num- 
ber of external weak ties, but external strong ties did exist in significant 
quantities. Where do those ties come from? Are they the result of formally 
mandated organizational arrangements or of informal processes? What role 
might physical layout play? What impact might turnover rates, age, distri- 
bution, seniority, and other demographic factors have? 

One effect of team building and other organizational development in- 
terventions may be to facilitate the formation of strong ties between groups. 
Interventions, structural and otherwise, doubtless influence tie strength and 
configuration in organizations. Network analysis is useful to the study of 
organizations because it provides detailed descriptions of phenomena hith- 
erto addressed only in abstract statements. However, to realize its full po- 
tential, network analysis must move beyond mere description to make nor- 
mative statements about what kinds of networks support organizational ef- 
fectiveness and how such networks are formed and maintained. 
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Previous research on individual demographic characteristics has typ- 
ically examined only direct effects on outcomes such as work attitudes 
and behavior. This investigation examined the multivariate effects of 
six demographic variables— age, gender, race, education, and company 
and job tenure—on superiors' ratings of performance and liking for 
subordinates and subordinates' role ambiguity and conflict. A field 
study of 272 superior-subordinate dyads produced results that support 
the notion that increasing dissimilarity in superior-subordinate demo- 
graphic characteristics, referred to here as "relational demography," is 
associated with lower effectiveness as perceived by superiors, less per- 
sonal attraction on the part of superiors for subordinates, and increased 
role ambiguity experienced by subordinates. These effects were found 
even after we controlled for the effects of simple demographic vari- 
ables. 


Demographic characteristics of individuals like age, gender, race, ten- 
ure, and education have long been considered important variables in psy- 
chological research (e.g., Zedeck & Cascio, 1984). For example, recent inves- 
tigations have examined the effects of individuals' demographic attributes 
on outcomes such as performance, satisfaction, turnover, selection, and 
leadership (Blau, 1985; Parsons & Liden, 1984; Steckler & Rosenthal, 1985). 
This stream of research has documented results indicating that often demo- 
graphic variables are significantly associated with characteristic percep- 
tions, attitudes, or work outcomes. For instance, in a meta-analysis of age 
differences in job performance, Waldman and Avolio (1986) documented a 
pattern of decreases in performance at higher ages when performance was 
measured by supervisory ratings. Duchon, Green, and Taber (1986) found 
gender to reliably predict outgroup status in a leadership study. A large 
number of investigations have explored other demographic effects, includ- 
ing the effect of race on selection decisions (McIntire, Moberg, & Posner, 
1980), tenure on turnover (Mitchel, 1981), and seniority on job performance 
(Gordon & Fitzgibbons, 1982). The modal study in this tradition examines 
the independent effects of one or more relevant demographic attributes on 
outcomes at the individual level. But does that approach adequately capture 
the full impact of potential demographic effects? 
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Viewing organizations as composed of multiple sets of relationships 
suggests that “the distributional properties of the demography of the orga- 
nization... are... critical in understanding demographic effects in organi- 
zations. Therefore, it is important to employ methodologies that enable the 
researcher to capture the properties of the distribution" (Pfeffer, 1982: 278). 
For instance, the age of an individual may be related to performance or 
turnover (Cleveland & Landy, 1981; Mobley, Griffeth, Hand, & Meglino, 
1979; Waldman & Avolio, 1986), but this says nothing about possible com- 
positional effects of age distribution in the individual's social group. Previ- 
ous research has found that being older or having longer tenure than the 
members of some immediate referent group is inversely related to propensity 
to leave, regardless of the absolute value of the relevant demographic vari- 
able (Rhodes, 1983). McCain, O'Reilly, and Pfeffer (1983) also showed that 
being older in a group dominated by younger members led to an increased 
propensity to leave among older workers. Wagner, Pfeffer, and O'Reilly 
(1984) found that within top management teams it was the relative differ- 
ence in ages within groups that predicted individuals' leaving, not the in- 
dividuals' ages per se. 

The concept of organizational demography in the existing literature re- 
fers to the composition of a group in terms of the distribution of basic at- 
tributes such as age, gender, tenure, race, education, and so on among po- 
tential noninteracting members (Pfeffer, 1983). In this article, we use the 
term relational demography to refer to the comparative demographic char- 
acteristics of members of dyads or groups who are in a position to engage in 
regular interactions. In other words, we propose that knowing the compar- 
ative similarity or dissimilarity in given demographic attributes of a superior 
and a subordinate or of the members of an interacting work team may pro- 
vide additional information about the members' characteristic attitudes and 
behaviors and, more important, insight into the processes through which 
demography affects job outcomes. So, what are the mechanisms through 
which relational demography may affect outcomes such as job attitudes, 
turnover, and performance? It appears that the cause of relational demo- 
graphic effects may be a combination of a high level of attraction based on 
similarity in attitudes, values, and experiences (Byrne, 1971; Byrne, Clore, & 
Smeaton, 1986) and strong communication among the interacting members 
of a team or dyad (Roberts & O'Reilly, 1979). Byrne (1969, 1971) described 
the relationship between attraction and similarity as the similarity-attraction 
paradigm. 


CONCEPTUAL BACKGROUND 
Demography and Similarity-Attraction 


There has been a voluminous amount of research on the similarity- 
attraction paradigm (Berscheid & Walster, 1969; Byrne, 1971; Harrison, 
1976}. That research provided substantial evidence, across diverse popula- 
tions, on the strong association between similarity and interpersonal attrac- 
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tion. Although early research focused on attitudinal similarity, more recent 
research has shown that similarity on any number of dimensions may in- 
crease attraction (Baskett, 1973). For instance, Werner and Parmelee showed 
that similarity in pastime preferences can predict friendship and attraction. 
They noted that shared activities are “especially important in initial stages” 
(1979: 65) of friendship development. More recent research has also shown 
that dissimilarity can lead to repulsion (Rosenbaum, 1986), with differences 
between people increasing the distance between them and lowering inter- 
personal attraction and liking. In other words, people tend to be drawn to 
those who are similar to them in terms of demographic characteristics, ac- 
tivities, or attitudes (Byrne, Clore, & Worchel, 1966). 

In addition to interpersonal attraction, similarity has also been found to 
have a positive effect on communication and integration in social groups. 
For example, Lincoln and Miller (1979) analyzed the effects of gender, race, 
and education on work and friendship ties. They found that increased de- 
mographic similarity affected frequency of communication. Race and gender 
were positively related to number of friendship ties, and education was 
associated with increased work contacts. More recently, Zenger and 
Lawrence (1989) found age and tenure similarity to be positively associated 
with the frequency of technical communication in project teams. O’Reilly, 
Caldwell, and Barnett (1989) found that increased distance in tenure within 
work groups lowered social integration, which was in turn associated with 
higher turnover. 

Thus, conceptually it appears that relational demography can affect 
work perceptions and attitudes through both interpersonal attraction and the 
frequency of interactions. These effects are postulated to account for vari- 
ance above and beyond that accounted for by simple demographics. Al- 
though seldom investigated in organizational settings, the effects of rela- 
tional demography have been documented in marriage practices (Guttentag 
& Secord, 1983), public attitudes (Glenn, 1969), crime rates (Maxim, 1985), 
and mobility patterns (Stewman & Konda, 1983). With the exception of 
research on vertical dyad linkage (Graen, 1976; Liden & Graen, 1980), schol- 
ars have paid little attention to relational demography at the dyadic level. 
Furthermore, although there exists substantial research evidence demon- 
strating the importance of individual-level demographic variables such as 
age (Giniger, Dispenzieri, & Eisenberg, 1983; Waldman & Avolio, 1986), ten- 
ure (Gordon & Fitzgibbons, 1982; Mitchel, 1981), race (Kraiger & Ford, 1985; 
Moch, 1980), gender (Terborg, 1977; Tsui & Gutek, 1984), and education 
(O’Reilly, Parlette, & Bloom, 1980), researchers have typically not investi- 
gated how variations in multiple demographic variables, in either their sim- 
ple or relational forms, affect outcomes like attitudes or work performance. 
Most demography studies tend to focus on age or date of entry as the primary 
demographic variable affecting turnover. However, social comparison pro- 
cesses are clearly not limited to age alone. Individuals vary on multiple 
demographic characteristics. Analyses of demographic effects must consider 
the full impact of an individual’s demographic profile rather than only one 
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or two demographic characteristics. As Landy and Farr (1983) observed, 
research on rater and ratee characteristics has usually examined either one 
characteristic — often age—or two characteristics (usually race and gender). 
Those authors considered findings in this stream of research to be piecemeal 
and equivocal and appealed for more research examining “constellations of 
variables that seem likely to influence performance judgments" (Huber, 
Neale, & Northcraft, 1987: 154). The current study investigated the simulta- 
neous impact of six demographic variables. 


Relational Demography in Superior-Subordinate Dyads 


Of outcomes that may be functions of demographic characteristics in 
superior-subordinate dyads, performance judgment has been the most fre- 
quently studied (Kraiger & Ford, 1985; Mobley, 1982; Pulakos & Wexley, 
1983). Consistent with the similarity-attraction paradigm, affect or liking 
would also be a natural outcome of similarity in demographic backgrounds 
between members of a dyad. Less studied but potentially important out- 
comes that relational demography in superior-subordinate dyads may affect 
are the role ambiguity and role conflict experienced by subordinates. If dis- 
similarity in demographic characteristics leads to low communication be- 
tween the members of a dyad, role ambiguity should also be high. If dissim- 
ilarity in demographic background leads to differences in attitudes, values, 
and beliefs, role conflict should also be high because the dyad members may 
have different conceptions of the subordinate's role requirements. Though 
the effects of demographic differences on role ambiguity and conflict may be 
observed with referents other than an organizational superior, we suspect 
the effects will be most salient in superior-subordinate dyads because supe- 
riors are the primary referent for defining performance expectations and 
standards for subordinates. Other outcomes may be important for other ref- 
erent group members. For example, liking may be a meaningful outcome for 
8 peer-peer dyad. This study focused on superior-subordinate dyads and 
examined the effect of relational demography on four outcomes: (1) the 
performance of the subordinates as rated by the superiors, (2) the superiors' 
liking for the subordinates, (3) role ambiguity as experienced by the subor- 
dinates, and (4) role conflict as experienced by the subordinates. 
A general hypothesis and four corollaries were explored. The general 
hypothesis concentrates on the overall effects of the multiple demographic 
variables on each of the four outcome measures. We developed the four 
corollary hypotheses to specify the relationship of each relational demo- 
graphic variable to the outcome measures. 
Hypothesis 1: The greater the dissimilarity in demo- 
graphic background between a superior and a subordi- 
nate, the more negative will be such job outcomes as per- 
formance, affect expressed by the superior toward the 
subordinate, and role ambiguity and conflict as experi- 
enced by the subordinate. 

This is a directional hypothesis in that we expected differences in the rela- 
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tional demographic variables to be associated with unfavorable performance 
and affect ratings and with high role ambiguity and conflict scores. We 
further specified the expected effects of each relational demographic vari- 
able on the outcomes as follows: 

Hypothesis 1a: Differences in race and gender in a supe- 

rior-subordinate dyad will be negatively associated with 

- both the superior’s performance ratings of the subordi- 

nate and affect toward the subordinate. 
Research evidence to date has shown consistent though weak support for 
same-race (Kraiger & Ford, 1985) and same-gender (Mobley, 1982) bias on 
performance ratings, in that ratees were generally rated more favorably by 
raters of the same race or same gender. On the basis of the similarity- 
attraction paradigm, we expected to observe the effect of these two relational 
demographic variables to be larger on a superior’s affective feeling toward a 
subordinate than on the performance rating. This expectation is also consis- 
tent with a finding of Lincoln and Miller’s (1979). In their study, race and 
gender were related to number of friendship ties but not to work contacts. 

Hypothesis 1b: Differences in age in a superior- 

subordinate dyad will be positively associated with the 

role ambiguity experienced by the subordinate and neg- 

atively associated with the superior’s performance ratings 

of the subordinate. 
This hypothesis is derived in part from the decremental theory of aging 
(Giniger et al., 1983) and in part from recent research on age similarity and 
frequency of technical communications (Zenger & Lawrence, 1989). To the 
extent that a large difference in age reduces task-oriented communication, 
subordinates will have less clarity in performance goals and performance 
strategies. Whether true performance or bias is responsible, we expected 
superiors, especially younger superiors, to give lower performance ratings to 
subordinates older than themselves. 

Hypothesis 1c: Differences in education in a superior- 

subordinate dyad will be positively associated with the 

role ambiguity and role conflict experienced by the sub- 

ordinate and negatively associated with the superior's af- 

fect toward the subordinate. 
When members of a dyad differ on educational level, they also tend to vary 
on beliefs and values and may communicate relatively infrequently, since 
they do not have the “language compatibility" (March & Simon, 1958: 167) 
that is associated with similar levels of educational attainment. Thus, the 
superior and the subordinate may come to have different conceptions of the 
subordinate's job requirements, resulting in higher role ambiguity and role 
conflict for the subordinate. Such a difference in job expectations, coupled 
with the prestige associated with education (at least as perceived by the 
subordinate), may widen both the cognitive and the emotional distance be- 
tween the superior and the subordinate. 

Hypothesis 1d: Differences in job tenure between mem- 
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bers of a superior-subordinate dyad will be positively as- 

sociated with the role ambiguity experienced by the sub- 

ordinate. : 
The amount of tíme each member of a dyad has held their job may influence 
role ambiguity. A new subordinate is likely to experience a higher level of 
role ambiguity than an experienced subordinate. Obversely, a subordinate 
who has been in a job for some time but who gets a new superior may also 
experience some role ambiguity. Clearly, role ambiguity should be highest 
when both members are new in their jobs. We postulated that differences in 
job tenure would have a significant incremental effect on role ambiguity, 
even after the length of tenure of each member of the dyad was controlled 
for. 

Finally, we included company tenure in our analysis because it is an 
important variable for predicting turnover and an integral variable for de- 
scribing the demographic profile of any organizational member. We consid- 
ered job tenure to be more meaningful than company tenure in predicting 
these specific outcomes at the level of superior-subordinate dyads. 


METHODS 
Sample 


The sample was a group of middle managers and their superiors. The 
population was 3,000 middle-level managers in a Fortune 500 multidivi- 
sional corporation. These managers occupied positions ranging from that of 
section manager to that of vice president. In order to obtain enough managers 
who were women or members of minorities to test the gender and race 
effects, we increased the sampling ratio of those two variables. Therefore, the 
initial random sample included 10 percent of the white men, 50 percent of 
the white women, and 50 percent of the minority managers in the corpora- 
tion. This process yielded 558 managers. A total of 344 managers actually 
participated in the study, representing a response rate of 61.6 percent. We 
also obtained the participation of 272 superiors of these 344 managers. Thus, 
the effective response rate for this study was 49 percent. 

The representativeness of this sample was verified by comparing the 
average age, education level, company tenure, and official performance rat- 
ings of the 344 managers with the average values of these variables for the 
middle-management population in the company. Analysis showed that the 
profile of the 344 managers based on these four variables was highly similar 
to that of the firm's middle management population. Thus, the sample of 
managers for this study appeared to be representative, with the exception of 
race and gender, of this company's middle managers. 

Following Dansereau, Alutto, and Yammarino (1984), we studied dyads 
composed of a superior and a subordinate. Data were obtained from each 
manager and his or her superior (Graen, 1976). Thus, the analysis was ex- 
plicitly at the level of superior-subordinate dyads, not superior-subordinate 
groups, although we assessed the dependent variables at the individual 
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level. A total of 272 superior-subordinate dyads were available. To check for 
representativeness, we compared this sample to the group of 72 managers for 
whom data on superiors were not available. Comparisons were made on 
three demographic variables—the managers’ age, company tenure, and ed- 
ucation—and on the official performance ratings the superiors had given the 
managers. No significant differences were found on any of these variables. 


Procedures 


Potential respondents were introduced to the research by a letter from 
the corporation’s vice president for personnel. Within a week of their re- 
ceiving this letter, we sent a package of survey instruments to each manager. 
We asked the subordinate managers to complete a survey and to give a 
different survey to their superiors for completion. The managers were told 
that the research sought to identify superiors’ role expectations for their 
subordinate managers and the factors associated with managerial success. 
Both the subordinate managers and their superiors returned the completed 
surveys directly to us via a self-addressed, stamped envelope. Thus, though 
the subordinates saw the content of the superiors’ survey, they did not see 
their superior’s actual responses. The two surveys also contained questions 
on managerial roles and activities that were part of a larger study on man- 
agerial effectiveness. 


Measures 


Independent variables. Measures on the six demographic variables (age, 
gender, education, race, company tenure, and job tenure) were taken on both 
the subordinates and the superiors. Age was measured in years. Gender was 
coded with 1 designating men and 2 designating women. Education was 
measured by nine levels, with larger values corresponding to higher levels of 
educational attainment. Race was coded with 1 designating white and 2 
designating nonwhite. A review of the research literature on race effects 
revealed that almost all of them have focused on black-white differences; 
nine of ten race studies we reviewed analyzed black workers, and one fo- 
cused on Chicanos in New Mexico. This trend among previous studies sug- 
gested that analyses of race effects should avoid mixed racial groups, so for 
clearer interpretation of any potential race effect that might be observed in 
this study, we decided to exclude the race variable of minority-group sub- 
ordinates who were not black. There were 49 nonwhite subordinates, of 
whom 20 were Asian or Spanish surnamed rather than black. We included 
these 20 subordinates in the analyses of the other five demographic vari- 
ables. There were 10 black superiors and no superior who was a nonblack 
minority member. 

The relational demographic scores were created by squaring the differ- 
ence between the values for the demographic variables of the subordinates 
and their superiors. This distance measure is a dyadic analog to the D-score 
previous research has used to measure demographic distance in groups 
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(Wagner et al., 1984).! The squared term is used to derive an absolute dif- 
ference score and to postulate an exponential function between the distance 
Score and the outcome variable (Winkler & Hays, 1975). We obtained con- 
tinuous difference scores on age, education, job tenure, and company tenure. 
For example, a difference score of 0 on the age variable meant that a subor- 
dinate and a superior were identical in age. A difference score of 1 meant 
that they differed by one year, and a difference of 4 meant that they differed 
by two years (in either direction). We obtained dichotomous difference 
scores on the gender and race variables, with 0 indicating that the subordi- 
nate and superior were of the same race or gender and 1 indicating that they 
were of different races or genders. 

Dependent variables. Four outcome variables were measured. Two were 
obtained from the superiors' surveys: the performance effectiveness of a 
subordinate according to his or her superior's private opinion, and the su- 
perior's liking for the subordinate. We hereafter refer to these two variables 
as reputational effectiveness and supervisory affect, respectively. Reputa- 
tional effectiveness is a three-item scale (Tsui, 1984) with high internal 
consistency (a = .90) measuring the extent to which a subordinate had met 
the expectations of a superior in terms of roles and responsibilities. 

Supervisory affect is also a three-item scale (Tsui & Gutek, 1984) with 
acceptable internal consistency (a = .69). It was adopted from the interper- 
sonal affect measure used by Kahn, Wolfe, Quinn, Snoek, and Rosenthal 
(1964), which measures the degree to which a rater likes a ratee, with high 
scores connoting a high degree of liking. The components of liking in this 
measure include enjoying working with a ratee, respecting the ratee's judg- 
ment, and believing that the ratee will extend help whenever the rater asks. 

Rizzo, House, and Lirtzman (1970) developed the eight-item role con- 
flict and six-item role ambiguity measures we used; Schuler, Aldag, and 
Brief (1977) subsequently revalidated them. We took the wording for the 14 
items directly from the latter. The subordinates completed the role conflict 
(a = .85) and role ambiguity (a = BA) items. 

Control variable. In order to examine the impact of demography on 
superiors’ private evaluations of subordinates’ effectiveness, independent of 
the subordinates’ official performance level, we used the most recent official 
performance rating as a control variable. In the corporation studied, this 


1 Wagner, Pfeffer, and O'Reilly (1984: 80—81) defined the distance measure as a measure of 
isolation. It is an individual-level variable that transforms a demographic variable, such as a 
birth date or date of entry to the firm, into a metric that captures degree of membership in a 
cohort. One way to define this metric is the distance between any two individuals in terms of 
the Euclidian distance between each of them and every other person in the population of 
interest. A high score represents a weak connection to the group. This measure is a network 
analogue for representing social similarity. We have adopted this distance (D) score to measure 
social similarity in a two-person group, or a dyad. It is therefore directly analogous to the 
distance score that Wagner and colleagues employed to index an individual’s similarity to all 
other individuals in a group. 
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rating is a one-item, 9-point scale, and is a summary measure of overall 
performance in achieving results-oriented objectives and effectiveness on 12 
behavioral dimensions. 

For this study’s performance measure, we chose to use reputational 
effectiveness, the rating superiors made for this research, instead of the 
official rating for several reasons. First, the research rating is a three-item 
scale with high internal consistency reliability, and the reliability of the 
single-item official rating is unknown. Second, the research rating has pro- 
portionally larger variance than the official rating; the former has a standard 
deviation of 1.07 on a 7-point scale, and the latter, 1.15 on a 9-point scale. 
The coefficient of variation (s.d./x) for the research rating is 22 percent 
greater than the coefficient of variation for the official rating. Previous re- 
search (Wherry & Bartlett, 1982) has demonstrated that private performance 
ratings obtained for research purposes have better validity and reliability 
than official performance ratings obtained for administrative purposes. An 
assumption in our analysis was that factors other than ratee performance 
may bias official ratings. The residual from the partialing procedure used 
measured a supervisor's private opinion about a subordinate’s performance, 
independent of the official rating. The private rating is a more meaningful 
measure for the assessment of demographic effects. Since nonperformance 
factors may also contaminate private ratings, we deliberately refer to the 
variable used as reputation or reputational effectiveness rather than as per- 
formance. 

Analysis 

Multiple regression analysis was used to estimate the effects of the de- 
mographic variables on the four outcome measures. Independent variables 
include superiors' and subordinates' simple demographic attributes and 
their relational forms (the squared differences between a subordinate's and 
superior's demographic measures). We developed separate regression mod- 
els for each of the four outcome variables. The model for reputational effec- 
tiveness and for supervisory affect also included, as a control variable, the 
subordinate’s most recent official performance rating. 

Unique variance contributed to the outcome measures by each of the 
three sets of demographic variables and by the official performance rating 
was estimated by blocked regressions (Cohen & Cohen, 1975). This proce- 
dure controls for intercorrelations among independent variables by partial- 
ing out shared variance and measuring the unique contribution of the block 
of variables entered into the regression after all other independent variables 
have been entered. If inclusion of a block of independent variables signifi- 
cantly increases the overall amount of variance explained, that block of 
variables is deemed to have made an independent contribution to the vari- 
ance explained in the dependent measure beyond that explained in earlier 
blocks. Since we were interested in the independent contribution of the set 
of relational demographic variables to variance in the four outcome mea- 
sures, after controlling for the effects of simple demographic characteristics 
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of both the superiors and the subordinates, we considered this procedure 
appropriate. Other researchers have used it for similar purposes (e.g., Huber 
et al, 1987). We used this blocked regression procedure to estimate the 
unique contribution made by each set of demographic variables (the subor- 
dinates' demographics, the superiors' demographics, and the relational de- 
mographics) on each of the four outcome measures, controlling for the ef- 
fects of the other two sets of demographic variables. 

Since a specific direction in effect was predicted for the relational.de- 
mographic variables, we used one-tailed tests of significance for these vari- 
ables. Two-tailed significance tests were used for all simple demographic 
variables. Negative signs on the regression weights associated with the re- 
lational demography variables for supervisory affect and reputational effec- 
tiveness and positive signs on the regression weights associated with role 
ambiguity and role conflict would indicate results consistent with the hy- 
potheses. 

Additional analyses were performed to further explore the specific na- 
ture of the effects for relational demographic variables with significant re- 
gression weights on the outcome measures and especially for unexpected 
findings. For example, we performed two-way ANOVAs on the significant 
relational race and gender effects. One-way ANOVAs were performed on the 
continuous measures by trichotomizing the sample into three groups. If age 
difference was significant, for instance, we compared the mean ratings on 
the outcome variable for subordinates who were younger, the same age, and 
older than their superiors to isolate the specific nature of the differences. The 
ANOVA analyses on the reputational effectiveness and affect variables were 
performed with the official rating as a covariate. Finally, we conducted 
special analyses to check for any multicollinearity problem among the in- 
dependent variables, using procedures described by Green (1978: 226—228). 


RESULTS 


Table 1 summarizes the descriptive statistics for the demographic vari- 
ables. In general, compared to the subordinates, the superiors were slightly 
older, and they were predominantly men (94%). Three percent of the supe- 
riors were black. Superiors had slightly higher educational levels and longer 
company and job tenures. Table 1 also shows proportions of dyads with 
identical and different demographic measures. 

Table 2 presents the intercorrelations among all the variables. The offi- 
cial performance rating is correlated with both reputational effectiveness 
and affect rating but not with the two role stress variables. The correlation 
between the official rating and the reputational effectiveness rating is only 
.46, showing a divergence between public and private opinions and provid- 
ing some support for the argument that the two measures are not redundant. 
The correlation between reputational effectiveness and affect is .70, suggest- 
ing that supervisors’ private judgments of subordinates’ effectiveness are 
associated with their affect toward the subordinates (Latham & Wexley, 
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TABLE 1 





Sample Demographics* 
Relational 
Demographics 
_— Demographic Variahles — . — Subordinatos ___ Superiors — Same Different 
Mean age in years 41.5 44.1 14 256 
(8.2) (7.5) (596) (8596) 
Gender 
Men 256 (74%) 261 (98%) 197 74 
Women 88 (2696) 10 (496) (7396) (2796) 
Race 
White 295 (81%) 258 (9796) 233 20 
Black 29 (996) 7 (396) (9296) (896) 
Education 
Less than high school 23 (796) 8 (396) 61 210 
High school 33 (10%) 11 (4%) (2396) (7796) 
Some college 20 (696) 10 (496) 
Technical degree 44 (1396) 34 (1296) 
Bachelor's degree 110 (3296) 94 (3596) 
Some graduate courses 49 (1496) 55 (2096) 
Master's degree 56 (16%) 52 (1996) 
Postmaster courses 2 (196) 4 (296) 
Doctoral degree 8 (296) 4 (296) 
Mean job tenure in years 2.9 3.6 62 182 
(2.9) (4.1) (2596) (7596) 
Mean company tenure in years — 10.3 13.0 31 234 
(6.5) (7.3) (12%) (88%) 


“There were 344 subordinates and 272 superiors studied. Some values do not add to 344 
or 272 because of missing data. Standard deviations are reported in parentheses for the mean 
values of measures. Except for the means and percentages in parentheses, values reported 
are N’s, 


1979; Tsui & Barry, 1986). Though these two measures are empirically cor- 
related, we do not know whether they are conceptually redundant. For the 
purpose of this study, we decided to treat them as separate since we had 
postulated that some demographic variables would be differentially related 
to the two measures. 

The intercorrelations among the six demographic variables for each 
member of the dyad were next examined. In most cases, the variables are not 
correlated. The largest correlation is between age and job tenure, for both the 
subordinates (r = .42) and the superiors (r = .45). The intercorrelations 
among the six relational demographic variables are also extremely small and 
largely nonsignificant. The correlations between the subordinates’ and the 
superiors’ simple demographic variables are also either nonsignificant or 
very small. Next, we examined the correlations between the simple demo- 
graphic variables and their relational forms. Most of the correlations are 
small (med. = —.01); only 3 of the 72 correlations (12 simple x 6 relational 
demographic variables) are greater than .70. Using Green’s procedures (1978: 
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226—228), we did not find a multicollinearity problem. Further, blocked 
regression is intended to handle the multicollinearity problem among inde- 
pendent variables. In the regression analysis, we deleted one of the two 
variables with a high intercorrelation—subordinates’ gender and the differ- 
ence score on gender—and the magnitude of the overall model decreased. 
Still further, both of the two correlated variables have significant t-values on 
their regression coefficients, suggesting that they are both contributing 
unique variance to the dependent measure. All in all, multicollinearity does 
. not appear to pose a threat to the validity of the results. 

Table 3 presents the regression results. The results of all four regression 
equations were significant, suggesting the importance of demographic vari- 
ables in predicting reputational effectiveness, liking, and role perceptions. 
We first discuss the results for the relational demographics that pertain to the 
hypotheses. Then, we report additional insights obtained from the results for 
‘the simple demographic variables. 

Overall, the relational demographics contributed significantly to three 
of the four outcome measures, with 13 significant coefficients out of 24 
possible. Five of the six relational demographic variables have significant 
regression weights on one or more of the four outcome measures. The only 
nonsignificant variable is company tenure. Interestingly, this was the only 
demographic variable for which we did not postulate any relationship to the 
outcome measures. These results support the general hypothesis that demo- 
graphic differences between a subordinate and a superior may have signif- 
icant effects on outcomes such as performance evaluation, supervisory af- 
fect, and the role perceptions of the subordinate. After we had controlled for 
the simple demographics and for the recent official performance rating, the 
six relational demographic variables accounted for 8 percent of the variance 
in role ambiguity, 6 percent of the variance in supervisory affect, 4 percent 
of the variance in the reputational effectiveness rating, and 3 percent of the 
variance in role conflict. 

In interpreting the results for Hypotheses 1a through 1d, we focused on 
the block of relational demographic variables. We shall discuss each corol- 
lary hypothesis in turn. Thus, reading the results in Table 3 across rather 
than down the columns will facilitate understanding. 

Hypothesis 1a related differences in race and gender to the performance 
effectiveness and supervisory affect variables. The results shown in Table 3 
support the hypothesis regarding gender differences. The subordinates in 
mixed-gender dyads were rated as performing more poorly and were liked 
less well than the subordinates in same-gender dyads. Furthermore, subor- 
dinates in mixed-gender dyads also reported higher levels of role ambiguity 
and role conflict. Additional analyses suggest that woman subordinates with 
woman superiors reported the lowest level of role ambiguity, were rated to 
be most effective, and were liked most by their superiors. Men with women 
as superiors reported the highest level of role ambiguity. Men and women 
with men as superiors showed little difference on all the outcome measures. 

On the other hand, we found no support for a race difference effect. 
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: TABLE 3 
Results of Regression Analysis of Relational Demographics 
on Outcome Variables 
Outcome Variables* 
Reputational Supervisory Role Role 

Demographic Variables Effectiveness Affect Ambiguity Conflict 
Control variable 

Official performance rating 46** .31** 

Change in R? .20** .09** 
Subordinates’ demographics 

Age — 2197 —A2t —.08 -43 

Gender .43** .27t —.40** —.45** 

Race —.24* —.34** .27* 12 

Education — .06 —.14* .08 .07 

Job tenure KEN 12+ —.10 Dé 

Company tenure .05 .08 —.04 —.12 

Change in R? .07** .09** .07** .06* 
Superiors' demographics 

Age .06 .21** —.07 —.07 

Gender .19** .18** — .02 —.02 

Race .01 .02 — .06 .00 

Education .04 2t —.04 .01 

Job tenure .10 .16 —.34** —.17 

Company tenure 02 — .02 .03 .05 

Change in R? 04+ .08** .06* .02 
Relational demographics 

Age —.05 —.07 10+ —.00 

Gender —.38** —.28* .37** .32* 

Race .08 7t —.22* —.18t 

Education —.01 —.16** —.11t —.05 

Job tenure —.19* —.24** .33** .06 

Company tenure .07 —.01 —.07 —.08 

Change in R? .04* .06** .08** .03 
Overall R? 32 E 16 .14 
Adjusted R? (.26) (.21) (.09) (.07) 
Overall F 5.15** 4.10** 2.22** 1.89* 
df 19,207 19,207 18,208 18,208 


"Entries are standardized regression coefficients. We used one-tailed tests for partial re- 
gression coefficients on the relational demographic variables and two-tailed tests on all the 
simple demographic variables. 

tp« 0 
*p«.05 
**p«.01 


Subordinates in mixed-race dyads were not rated differently from subordi- 
nates in same-race dyads on effectiveness. Further, the positive regression 
sign suggests that subordinates in mixed-race dyads were liked slightly more 
than subordinates in same-race dyads (p « .10). Additional analyses re- 
vealed that white subordinates received the highest affect ratings from black 
superiors and black subordinates received the lowest affect ratings from the 
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black superiors. A nonhypothesized association between race differences 
and role ambiguity and role conflict also emerged. However, the direction of 
the relationship was again counterintuitive. Further analyses, however, in- 
dicated that white subordinates with black superiors reported the highest 
level of role ambiguity and role conflict. Black subordinates reporting to 
white superiors, on the other hand, reported the lowest level of role ambi- 
guity. These findings clearly extend our current knowledge about race ef- 
fects (Kraiger & Ford, 1985). i 

The relationship of age differences in a dyad to the role ambiguity ex- 
perienced by the subordinates (Hypothesis 1b) was marginally supported. 
Subordinates in dyads with larger differences in age reported higher levels of 
role ambiguity (p < .10). Additional analyses revealed that subordinates 
who were either younger or older than their superiors reported more role 
ambiguity than subordinates of the same age. Age differences, contrary to the 
hypothesis, were not related to the effectiveness ratings made by the supe- 
riors. Thus, Hypothesis 1b was only partially supported. 

Partial support also emerged for Hypothesis 1c. Educational differences 
in the dyads were negatively associated with the supervisors’ liking of the 
subordinates, consistent with the hypothesis. However, this relational mea- 
sure is also negatively associated with subordinates’ role ambiguity, contrary 
to the hypothesis. Additional analyses indicated that subordinates with less 
education than their superiors were liked better, but those subordinates also 
reported lower role ambiguity than subordinates who had the same or more 
education than their superiors. There was no systematic association between 
educational differences and subordinate role conflict. 

Hypothesis 1d specified that differences in job tenure would be posi- 
tively associated with increased role ambiguity as experienced by the sub- 
ordinates. Results supported that relationship. In addition, differences in job 
tenure were also negatively associated with both effectiveness and supervi- 
sory affect ratings. Additional analyses suggested that superiors saw subor- 
dinates with either more or less time in their current job than the superiors 
had as less effective performers than subordinates with job tenure equivalent 
to their superiors'. However, superiors liked subordinates with shorter job 
tenure than themselves better than they liked subordinates with either the 
same or longer job tenure. In addition, the subordinates with shorter job 
tenure reported the highest level of role ambiguity. Subordinates with longer 
job tenure than their superiors reported the lowest level of role ambiguity. 
These results provide full support for Hypothesis 1d. 

In summary, the results on the relational demography variables are gen- 
erally consistent with the hypotheses. We hypothesized that differences in 
gender and race would have a negative relationship with supervisory affect 
and with effectiveness ratings (Hypothesis 1a) and observed a significant 
effect on affect and role ambiguity. We postulated that differences in. age 
would be related to role ambiguity and to a subordinate's effectiveness as 
rated by a superior (Hypothesis 1b). The former was supported but the latter 
was not. Hypothesis 1c, concerning differences in educational level, re- 
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ceived general support. The predicted association between role ambiguity 
and affect was observed, but educational differences had no relationship 
with role conflict. Difference in job tenure was related not only to role 
ambiguity, as expected (Hypothesis 1d), but also to superiors’ effectiveness 
and affect ratings. Finally, as we suspected, company tenure had no rela- 
tionship to any of the outcome variables. In summary, we found support for 
seven of the ten predicted effects. Further we found several unpredicted 
effects that were consistent with the general hypothesis. This further 
strengthens the basic thesis of this study, that relational demography will 
have effects on job outcomes above and beyond the effects of simple demo- 
graphics. 

Though we were not specifically interested in the simple demographic 
variables other than as controls, several interesting findings emerged that 
merit some discussion. For example, subordinates’ demographic attributes 
contributed significantly to all four outcome measures. Superiors rated older 

. subordinates as less effective and liked them less than younger subordinates. 
Women received higher effectiveness ratings, were liked more, and reported 
lower levels of role ambiguity and role conflict. Black subordinates were 
rated lower in effectiveness, were liked less well, and reported a higher level 
of role ambiguity than did white subordinates. Superiors liked subordinates 
with more education than themselves less than they liked subordinates with 
less education. Subordinates with long job tenure were rated as more effec- 
tive and liked better than subordinates with short job tenure. Results for the 
superiors’ demographics suggest that older superiors expressed more posi- 
tive affect toward their subordinates than did younger superiors. Women 
gave higher effectiveness and affect ratings. Finally, a high level of role 
ambiguity was reported by subordinates whose superiors had short job ten- 
ure. Most, though not all, of these simple demographic effects corroborated 
and extended existing research on employee characteristics. Further, these 
results were net of the influence of the demographic attributes of the other 
member of each dyad and of the demographic differences between them. 


DISCUSSION AND SUMMARY 


This study demonstrated the importance of relational demography for 
understanding employee job outcomes. We observed relational demographic 
effects even after controlling for the influence of the simple demographic 
characteristics of both the subordinates and superiors in the dyads studied. 
Results show particularly strong effects in mixed-gender dyads and dyads of 
people with different job tenures. The gender effect corroborated current 
research results on gender. Favorable outcomes were observed for woman 
subordinates with woman superiors. However, this finding does not totally 
support the same-gender bias effect (Mobley, 1982), since men did not rate 
subordinates who were men more favorably than they rated subordinates 
who were women. Results on tenure differences in the dyads also provided 
insight that is not evident from existing research (Giniger et al., 1983; 
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Mitchel, 1981). Subordinates with shorter job tenure than their superiors 
received the most favorable affect ratings of all subordinates. One possible 
explanation for this phenomenon may be that the superiors had recently 
promoted or selected these subordinates, which would lead to the subordi- 
nates having a shorter job tenure than the superiors. Employment selection 
research has consistently found a tendency for people to hire someone who 
is similar to themselves with respect to attitudinal or demographic dimen- 
sions (Arvey & Campion, 1982). Thus, this favorable affect rating may reflect 
both justification of a selection decision and attraction due to similarity on 
other demographic dimensions. 

The results for role ambiguity and job tenure are also interesting. Sub- 
ordinates’ job tenure itself was unrelated to role ambiguity. However, high 
role ambiguity was associated with superiors’ short job tenure. Further, the 
effects of differences in job tenures were not the same for subordinates with 
longer job tenure than their superiors and for those with shorter job tenure. 
As we expected, subordinates with longer job tenure than their superiors 
reported a lower level of role ambiguity than subordinates with either the 
same or shorter tenure. Differential job experiences in a dyad may lead to 
communication problems (Roberts & O’Reilly, 1979), consequently affecting 
the level of role ambiguity experienced by the subordinate. 

The different results for job and company tenure suggest the importance 
of both the conceptual and operational clarity of the tenure concept. This 
research indicates that job tenure is a more important and relevant construct 
than company tenure for analyzing the relationship in a subordinate- 
superior dyad (McCain et al., 1983). 

The results for age differences clearly extend earlier research findings. 
Waldman and Avolio (1986) concluded from their meta-analysis that older 
workers were consistently rated lower than younger workers. In our study, 
superiors not only rated older workers as performing less well, but also liked 
them less well than younger workers. However, we could not tell from this 
study if the lower effectiveness ratings for older subordinates reflected ac- 
tual performance or simply a bias. It is also interesting to discover that 
subordinates who were either younger or older than their superiors reported 
a higher level of role ambiguity than subordinates who were the same age as 
their superiors. Although this effect is weak, it is interesting to note the 
additional information provided by examining comparative age. ` 

The findings on race also extend the results of earlier studies that have 
found a significant, albeit small, same-race bias in performance ratings 
(Kraiger & Ford, 1985). The results of this research suggest a possible reason 
for lower ratings in mixed-race dyads. Subordinates in mixed-race dyads, 
especially white subordinates with black superiors, reported role ambiguity 
and conflict, often deterrents to performance. Communication and status 
incongruence problems in mixed-race dyads may explain these findings. 

Finally, the results for educational differences provided further.insight 
into the importance of this demographic variable. Neither the education of 
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each member of a dyad nor educational differences between them had any 
effect on the effectiveness and role conflict ratings. We observed effects, 
however, on supervisory affect and role ambiguity. These findings suggest a 
potential negative dynamic in superior-subordinate dyads in which the su- 
perior has the same or less education than the subordinate. 

Although the overall relational demography hypothesis was supported, 
additional analyses showed the effect may be positive rather than negative in 
some special cases. For instance, we noticed that job outcomes seemed fa- 
vorable for subordinates who, compared to their superiors, were younger, 
had less education, and less job tenure. In these dyads, the superiors may 
have been more secure and confident in their roles, suggesting that relational 
demography may be important not only for indexing social distance or sim- 
ilarity in goals and values associated with understanding and acceptance, 
but also for indexing the psychological comfort of superiors, including feel- 
ings of confidence and power. 

This study, with some limitations, makes several contributions to the 
demography literature. It extends the concept of demography to the dyadic 
level, whereas the extant research on demography has tended to focus at 
either the organizational level, representing the sociological tradition, or the 
individual level, representing the industrial-organizational psychology tra- 
dition. The concept of relational demography captures the dynamic interac- 
tions associated with demographic differences in dyads. It has the potential 
to be extended to analyzing demographic effects in coacting or interacting 
small groups. 

This study also argued for and demonstrated the importance of exam- 
ining multiple demographic variables, since people are represented by a 
demographic profile rather than by one or two demographic variables. The 
results show that a constellation of demographic variables explain an 
amount of variance larger than what has been shown in existing literature on 
similar variables. These variables have traditionally accounted for less than 
5 percent of the variance in outcome measures (Cleveland & Landy, 1981; 
Mobley, 1982). The sample in this study was of a reasonable size, so the 
results are unlikely to be an artifact of a small variable-to-sample ratio. 

Our argument has been that the study of relational demographic vari- 
ables offers insights above and beyond those provided by analysis of simple 
or direct demographic variables. The results of this study indeed show that 
considering relational demography can lead to significant incremental con- 
tribution. By including both the simple demographic variables and their 
relational forms, we more than doubled the amount of variance explained, 
suggesting the importance of considering the compositional effects or non- 
linear impacts of these variables. This research suggests the importance of 
examining the full impact of demographic variables. However, though the 
relational measures explain variance above and beyond simple direct effects, 
the incremental contribution is relatively small, especially on the two role 
measures. The small amount of variance explained, however, should not 
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deflate the importance of the demographic variables because role ambiguity 
and role conflict are clearly affected by many other nondemographic factors 
in job settings (Jackson & Schuler, 1985). 

Importantly, the demographic predictions made here were consistent 
with taking the similarity-attraction paradigm as a basic theoretical founda- 
tion. We postulated that demographic similarity would be associated with 
attitudinal and value similarity, which may enhance interpersonal attraction 
and increased frequency of communication. Communication can in turn 
reduce role ambiguity. The study showed direct links between demographic 
similarity and interpersonal attraction, although it only measured superiors’ 
attraction to subordinates. We did not directly assess attitudinal or value 
similarity or frequency of communication as intermediary processes. Al- 
though there is research linking relational demography and communication 
(e.g., Zenger & Lawrence, 1989), more fine-grained examinations of the atti- 
tudinal and cognitive processes that link demographic similarity to job out- 
comes are desired. In conclusion, this study has suggested other avenues for 
future research on relational demography and job outcomes. 

What advice might we give managers based on this research? Pfeffer 
(1985) outlined several managerial implications of demographic effects at 
the group and organizational levels. Similar concerns and advice might also 
be appropriate at the dyad level. For example, five of the six relational 
variables affected role ambiguity. Those effects might indicate potentially 
important situations that superiors should not ignore. Superiors might want, 
for instance, to increase communication when they differ in demographic 
background from subordinates, especially on multiple demographic mea- 
sures. At least four of the six relational demographic variables affected su- 
periors’ liking for subordinates. To the extent that a superior’s liking a sub- 
ordinate is desirable, offering the latter either psychological or instrumental 
value, individuals might want to attend to the demographic profile of po- 
tential superiors in selecting or.accepting job assignments, transfers, and job 
offers. By becoming aware that demographic similarities could result in 
liking a subordinate, superiors might exercise caution to prevent such liking 
from biasing other judgment or employment decisions. 

Clearly, this research does not suggest, nor do we advocate, that it is best 
for organizations to hire people who most clearly match the demographics of 
current managers. If an organization has white men as managers, should it 
simply hire more white men? This is a managerial decision involving a value 
stance as well as legal implications. This research simply reports the poten- 
tial outcomes of discrepancies in demographic profiles. Managerial discre- 
tion and pragmatism are always needed in applying research results. 

Although the amount of variance relational demography accounted for 
is small, the study clearly suggests that demography at the dyadic level can 
and should be examined beyond the simple one- or two-variable analysis 
that characterizes much of the literature. Relational demography has the 
potential to capture the impact of demographic effects more fully and also 
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offers a bridge between the individual and the organizational levels of anal- 
ysis. 
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For several months, nurses completed ratings of the degree to which 
certain events relevant to absence were present during each of their 
scheduled workdays. The event ratings for days when the nurses de- 
cided to be absent were then compared with those for days when the 
nurses attended. As expected, certain events, such as ill health and 
tiredness, tended to covary and proved to be consistently related to 
absenteeism across nurses. Also as expected, some events that were not 
especially relevant for the nurses as a whole, like having a sick family 
member or friend and concerns about previous poor attendance, none- 
theless emerged as being relevant to the absence behavior of certain in- 
dividuals. Finally, some events were consistently related to the nurses' 
expressed desire to be absent but not to actual absences. We discuss 
these differences from two perspectives, one emphasizing the role of 
attribution bias and the other, a two-stage process in which such bias 
has no major role. 


Although little theory-guided research on employee absenteeism has 
been conducted, Nicholson (1977) identified three related theoretical ap- 
proaches that attempt to advance understanding of the phenomenon. The 
following condense those approaches: (1) absence represents a flight from 
negatively valued aspects of work experience (March & Simon, 1958), (2) 
absence is an outcome of organizational socialization and other adaptive 
processes to job demands (Hill & Trist, 1955), and (3) absence results from a 
rational decision or choice process directed toward the attainment of valued 
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goals (Stagner & Rosen, 1965; Vroom, 1964). The first two perspectives tend 
to emphasize the importance of employees’ affective reaction to work envi- 
ronments; in contrast, this investigation focused on the third approach, 
which highlights the purposive, volitional aspects of absence behavior. The 
current study is also intended to fill some of the gaps in the existing absen- 
teeism literature that Steers and Rhodes (1978, 1984) and Johns and Nichol- 
son (1982) identified. Specifically, we quantitatively examined the absence 
behavior of individual employees in addition to that of a group of employees 
as a whole and evaluated the relevance of proximal events to absénces by 
using a longitudinal design. 


ABSENTEEISM AS VOLITIONAL BEHAVIOR 


The core proposition of the volitional approach to absenteeism is that a 
worker has a choice whether to attend work on any given day. This is not to 
suggest that before starting off to work employees go through a daily ritual of 
consciously evaluating the pros and cons of attending, since attendance is 
likely to be more of a habit (Nicholson, 1977). Rather, when one or more 
absence-inducing events do arise, they are likely to trigger a consideration of 
the costs and benefits of taking the day off. For example, on awakening an 
employee may feel ill, the car may fail to start, the baby-sitter may be un- 
available—any number of similar events might arise prompting a person to 
depart.from habit and seriously consider missing work. From such a voli- 
tional perspective, efforts to understand absenteeism should aim to identify 
those factors that are likely to enter into the absence or attendance decision. 

Morgan and Herman (1976) studied the volitional aspects of absentee- 
ism among unionized employees at an auto-parts foundry. Using her expe- 
rience on the plant's absenteeism study committee as a guide, the senior 
author generated various motivating consequences (e.g., a break from rou- 
tine, personal business) and deterrents (loss of wages, co-workers having to 
work harder) of missing work. Employee ratings of the importance and in- 
strumentality of those events were then correlated with absenteeism. Mor- 
gan and Herman found that frequently absent employees were more likely to 
view a break from routine, dealing with personal illness, and leisure time as 
important reasons to miss work than were regular attenders. Those with poor 
attendance were also more likely than others to view absenteeism as being a 
way to attain those valued outcomes. 

Morgan and Herman's research is especially informative in two re- 
spects. First, unlike many studies in the area, it explicitly recognized the 
effects of extraorganizational influences on attendance. Both Johns and 
Nicholson (1982) and Steers and Rhodes (1984) called for more investigation 
of such nonwork variables. Those authors also advocated studying daily 
events, Johns and Nicholson explicitly and Steers and Rhodes implicitly. 
Thus, second, perhaps further consideration of the dynamic everyday events 
studied by Morgan and Herman (1976) will enhance our understanding of 
what, beyond the modest contribution made by employee attitudes (Hackett 
& Guion, 1985; Johns & Nicholson, 1982), influences employees' absences. 
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Individual Differences in the Importance of Absence-Relevant Events 


One way to build on the work of Morgan and Herman (1976) would be 
to explicitly consider that individuals may differ in their susceptibility to 
absence-inducing events. For example, Nicholson (1977) proposed such oc- 
currences be placed on an “A-B” continuum, where A-pole events are those 
that leave an individual little choice as to whether or not to attend, and 
B-pole events are those that leave the attendance decision entirely within the 
control of the person. A key point of this conceptualization is that individual 
differences, including the type of work a person does, would be expected to 
affect the position of a given event on the continuum. For example, a minor 
illness would likely be an event leaving little choice about attendance for a 
frail person or for a worker in a physically demanding environment but 
would fall toward the opposite pole for a person of strong constitution with 
a desk job. Another potentially absence-inducing event, a back strain, might 
be more likely to occur—and result in an absence for—a construction 
worker than for an executive. 

Individual differences like those proposed by Nicholson (1977) are cer- 
tainly plausible enough to search for, but the typical design in the absentee- 
ism literature is not very sensitive to them. Morgan and Herman (1976) serve 
as an example here in that they were primarily interested in documenting 
the average impact of absence-relevant events on the foundry employees as 
a whole. Specifically, they collected data from each subject on only one 
occasion, then averaged their findings across members of the sample. This 
often-used approach is desirable if the primary interest is in determining 
how the average person feels about an issue. However, it is a weak strategy 
for uncovering individual differences because the averaging process by def- 
inition washes out whatever differences may exist. 

In another study of volition and absenteeism, Nicholson and Payne 
(1987) used home interviews in which workers were asked (1) how fre- 
quently they had encountered each of 12 classes of potential absence- 
causing events during the previous two years, (2) how likely each of those 
classes of events would be to cause them to miss work, and (3) which events 
most influenced their decision to miss work for each of their absences over 
the previous two years. The researchers stratified the interviewees by gender 
and occupation (blue-collar versus white-collar) with the expectation that 
differences in group membership might partially account for individual vari- 
ations in the resulting profiles of volitional absenteeism. 

Some support for group-level differences in relation to absence- 
inducing events emerged from Nicholson and Payne’s work. For example, 
women more often than men attributed their past absences to illnesses in the 
family. A few differences by occupation also emerged. However, most no- 
table was that, for all groups, minor ailments, such as colds, headaches, and 
upset stomachs, were more prevalent over the two-year period than were any 
of the other classes of absence-inducing events, such as social functions or 
domestic disputes. Additionally, the workers studied reported minor ail- 
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ments to be the most common reason for their past absences. Yet, in response 
to the second question asked in the interviews, employees felt that minor 
ailments were unlikely to keep them away from work. In other words, their 
attributions regarding specific instances of past absences did not match their 
general perception that minor ailments would be an unlikely reason for them 
to be absent. 


The Problem of Attribution Bias 


In discussing their findings, Nicholson and Payne (1987) raised the 
possibility that attribution bias played a role. Specifically, they proposed 
that people may attribute negatively evaluated acts like absences to factors 
outside their own control—such as illness— rather than to events within 
their own control (getting up late, having time for personal business). Thus, 
according to those authors, “People are more liable to use quasi-medical 
reasons to justify their absence when it comes to reporting on actual events 
than when rating their own susceptibility” (1987: 131). Such a bias would 
also explain why the workers attributed few absences to events that left the 
choice to attend largely volitional. 

As Nicholson and Payne acknowledged, perhaps asking people to report 
on their previous absences invites unintentional bias, because errors of 
memory or unconscious processes occur. To combat such potential bias, 
they suggested the use of more immediate and detailed research methods 
focusing on proximal time periods. In a similar vein, Johns and Nicholson 
noted an “apparent consensus that data methods that are closer to ‘real time’ 
should reduce distortions due to the passage of time.” “If this is so," they 
added, “timely accounts of reasons for absence should have more variance 
than generalized retrospective reports and relevant context effects should be 
more readily accessible" (1982: 143). 

One way Johns and Nicholson suggested these timely accounts could be 
obtained was to ask employees to keep absence diaries. The use of diaries is 
interesting conceptually because of the rich data it is likely to generate. 
Analysis of verbal reports is a complex process, however (Ericsson & Simon, 
1984), and usually the use of more standardized measurement procedures 
facilitates the process of making scientific generalizations (Nunnally, 1978). 
For those reasons, our preference was for a method that would yield quan- 
titative data without losing all of the potential richness offered by diaries. 


An Idiographic-Longitudinal Study of Absenteeism 


In the current study, we used an idiographic-longitudinal design in 
which the attendance behavior of individual nurses was tracked daily over 
several months. Nurses also completed daily ratings of the degree to which 
certain absence-relevant events, such as feeling tired or having personal 
business to take care of, were present. We then compared the event ratings 
made on days when the nurses decided to be absent with those made when 
the nurses attended. We also examined the event ratings relative to employ- 
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ees’ daily expressed desire to be absent. This approach built on previous 
work in the following four ways. 

The design was longitudinal, so that the data were collected in real time, 
not retrospectively as in Nicholson and Payne (1987). Accordingly, poor 
memory can be ruled out as a factor influencing the findings. Moreover, 
real-time data collection should reduce the.type of bias that may exist in 
Nicholson and Payne's findings (Johns & Nicholson, 1982), and events that 
leave the decision to go to: work in an employee's control ought to relate 
more strongly to absences than has been reported previously. Also, we ex- 
pected that with real-time data collection, perhaps fewer absences would be 
associated with minor ailments per se, though the role of such occurrences 
was certainly unlikely to disappear entirely, given its previous robustness 
across samples (Chadwick-Jones, Nicholson, & Brown, 1982; Morgan & Her- 
man, 1976; Nicholson & Payne, 1987). 

By adding the desire to be absent as a variable, we were able to inves- 
tigate more thoroughly the processes responsible for Nicholson and Payne’s 
(1987) finding that employees seldom attributed their absences to events that 
left them a choice. As described earlier, attribution bias is one explanation 
for the finding, in that employees might simply be reluctant to attribute a 
negatively perceived occurrence to an event that is largely under their con- 
trol (Nicholson & Payne, 1987). However, we offer another explanation 
based on the premise that a decision to miss work can often be viewed as a 
two-stage process. The first stage can be considered the stimulus event pro- 
ducing a desire to be absent. The second stage is the actual decision either to 
report for work or to stay away. If the first-stage event approaches the realm 
of no choice, there is little room for choice in the second stage; it is virtually 
by definition a decision to be absent. If the first-stage event approaches the 
realm of choice, a decision must be made; the employee must decide, con- 
sidering the costs and benefits desired, whether the event justifies the ab- 
sence. Accordingly, we suspect that there are many cases in which employ- 
ees desire to be absent but nonetheless report for work. We argue that al- 
though events that are less justifiable reasons for absence surely increase an 
individual’s desire to be absent, they seldom lead to an actual absence be- 
cause during stage two most people decide that such an event does not 
justify missing work. This sequence would explain the lack of relevance of 
events that leave choice open to absences in Nicholson and Payne’s findings 
without implying that employees actually take many avoidable absences and 
then disguise them as unavoidable. Moreover, if the two-stage model is 
correct, we expected the present study to reveal a strong relationship be- 
tween events that leave choice open and the desire to be absent but only a 
weak association between such occurrences and actual absenteeism. 

The design was idiographic. This aspect of the study allowed for the 
examination of absence behavior from two very different perspectives. First, 
in an extension of Morgan and Herman (1976), we collected repeated mea- 
surements from the same respondents over a period of months. Longitudinal 
collection allowed for individual-level analyses wherein the absence behav- 
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ior of each nurse was quantitatively examined and summarized separately. 
The second perspective we took involved averaging the findings across 
nurses. The goal here was similar to Morgan and Herman’s in that we were 
looking for events that were absence-relevant for the group as a whole. 
Though our individual-level analyses were best regarded as exploratory, we 
expected at least to identify some absence-inducing events that were helpful 
in explaining the behavior of a subset of nurses but that lacked enough 
relevance for the group as a whole to emerge as significant predictors at the 
group level. 

Multivariate analyses were used to examine the possibility that absence- 
inducing events are interrelated. For example, as Nicholson and Payne 
(1987) suggested, a serious overload of work duties might lead to (or at least 
be related to) other events like (1) disagreements with co-workers, (2) dis- 
agreements with supervisors, (3) stress-related depression, and (4) difficul- 
ties in getting up on time. Other examples from Morgan and Herman (1976) 
could be used to support the expectation that coherent patterns among ab- 
sence-relevant events exist. Their identification might enhance our under- 
standing of the dynamics underlying absences. Moreover, by using multi- 
variate techniques to combine the information contained in multiple events 
optimally, our prediction of absences should improve over that offered by 
theorists employing univariate strategies in which events are used singly as 
predictors. 


METHODS 
Phase 1- 


Members of the nursing staff of two metropolitan hospitals completed a 
survey package designed to collect background information on various atti- 
tudinal, demographic, and organizational variables. Though we had no a 
priori reason to expect it, we were open to the possibility that absence 
cultures might differ across hospitals and produce substantial site variations 
(Johns & Nicholson, 1982). 

The first group studied was from a general care hospital. We circulated 
82 questionnaires, 66 (8096) of which were returned. Of the respondents, 97 
percent were women, and 65 percent were single. Their average age and 
hospital tenure were 36.21 years (s.d. = 9.77) and 8.76 years (s.d. = 8.03), 
respectively. The other site was a children's hospital, where 140 question- 
naires were circulated and 74 (5396) returned. Ninety-six percent of these 
respondents were women, 61 percent were single, and their average age and 
hospital tenure were 30.09 years (s.d. — 6.91) and 4.94 years (s.d. — 3.69). 

Survey questionnaires were administered to small groups in both hos- 
pitals during the month of June. The survey provided hospital administra- 
tors with descriptive information regarding the work-related attitudes, val- 
ues, and stressors of their personnel. Additionally, we included the follow- 
ing two items so that the major self-reported reasons for absences and 
attendance could be identified: (1) Think of the times when you took time off 
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from work in the past—list as many reasons for these absences as you can 
remember. (2) Think of the times when you felt like taking time off from 
work but chose not to—list as many reasons for having made this decision 
as you can remember. 

The senior author grouped the absence-relevant events identified from 
these two questions in terms of their similarity. The grouping process was 
straightforward, as the classes that emerged were very narrowly defined. 
Table 1 shows the complete list of absence-relevant events identified by the 
nurses in the study’s first phase, with the events’ frequencies. Questions 
were then written to reflect the top-ranking events across hospitals. Two of 
the authors did this jointly, rewriting the items until both of us agreed that 
they adequately reflected the responses of the phase I respondents. Except 
for two items, the desire to be absent and job satisfaction, which we added 
to tap daily mood states, the questionnaire items were generated directly 
from the self-reports of the phase 1 nurses. The Appendix gives all the 
questionnaire items. 


Phase 2 


The nurses were asked to complete a questionnaire for each shift they 
were scheduled to work during the study’s second phase, which lasted be- 
tween four and five months. Additionally, we asked respondents to indicate 
whether or not they made their ratings on the day to which the ratings 
applied. Nurses completed 80 percent of the forms on the days to which they 
applied; all others were completed within two days afterward. This finding 
gave us confidence that we were tapping events in real time rather than 
retrospectively. All forms were analyzed together. 

All nurses were told the research was aimed at better understanding the 
impact of work- and non-work-related events on such things as job satis- 
faction, mood states, and work behavior. We did not present absenteeism as 
the focus of our study. Our intent was to avoid any major behavioral changes 
associated with the fact that the study was in progress. 

Of the nurses from phase 1, 54 agreed to participate in the longitudinal 
portion (phase 2) of the study. Of those participants, 26 were from the gen- 
eral care hospital. As in phase 1, almost all were women (96%) and many 
were single (60%); their average age was 37.8 years (s.d. = 10.36), and their 
mean tenure was 10.32 years (s.d. = 8.83). There were 28 phase 2 nurses 
from the children’s hospital; all were women and many were single (62%). 
Their average age was 29.41 years (s.d. = 7.47), and their mean tenure was 
4.32 years (s.d. — 3.90). 

Phase 2 nurses received personal folders containing a two-week supply 
of rating forms, with instructions to keep them in their hospital lockers. A 
separate packet of forms was kept at home to complete for scheduled shifts 
in which they failed to report for work. Arrangements were made to ex- 
change the completed forms with a new set once every two weeks. The 
senior author personally picked up the completed forms and delivered new 
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TABLE 1 
Frequency of Stated Reasons for Absence and Attendance* 
General Children’s Reasons far General Children’s 
Reasons for Absence Hospital Hospital Attendance Hospital Hospital 
Minor illness (self) 24 (25) 28(20) Responsibility to 
Mental health day 23 (22) 27 (19) co-workers 26 (28) 40 (38) 
Illness in the family 13(13) 12 (9) Guilt 12 (13) 9 (8) 
Family social function 9 (8) 17 (12) Loss of pay 8 (9) 9 (8) 
Work to do at home 5 (5) 5 (3) Avoid confrontation 8 (8) 5 (5) 
Emotional problems 4 (4) 5 (3) Responsibility to 
School work to do 3 (3) 3 (2) patients 8 (7) 3 (3) 
Bereavement 3 (3) 8 (6)  Unethical-dishonest 5 (6) 2 (2) 
Physical fatigue 3 (3) Work left undone 3 (3) 5 (5) 
Professional Recently absent a lot 3 (3) 1 (1) 
appointments 2 (3) 1 (1) Peer pressure 3 (3) 2 (2) 
Obnoxious patients 1 (1) 1 (1) Not sick enough 2 (2) 
Hangover- partying Feel better at work 2 (2) 1 (1) 
late 1 (1) 8 (6) Family pressure 2 (2) 
Frustrated with work 1 (1) 4 (3) Save for legitimate Í 
Snow storm—weather 1 (1) 2 (1) reason 2 (2) 6 (6) 
Misread time sheet 1 (1) Avoid calling in sick 2 (2) 
Bought a house— No one to do my job 2 (2) 1 (1) 
moving 1 (1) 1 (1) Given an enjoyable 
Nice day 1 (1) task 2 (2) 2 (2) 
Too little time off 1 (1) 3 (2) Avoid health unit 2 (2) 
Hard to concentrate 1 (1) Avoid bad record 6 (6) 
No permanent ward 1 (1) Committed to work 6 (6) 
Shift change-tired 1 (1) No sick time left 3 (3) 
Worked overtime 1 (1) 2 (1)  Savefor good weather 1 (1) 
Missed bus—car Enjoy co-workers 1 (1) 
problem 1 (1) 2 (1) Need M.D. certificate 1 DI 
Extend holiday 1 (1) Can learn new things 1 (1) 
Compassionate leave 2 (1) 
Ward is overstaffed 1 (1) 
House was robbed 1 (1) 
Pregnancy 1 (1) 
Religious holiday 1 (1) 
Mad at the supervisor 1 (1) 
Peace rally 1 (1) 
Missionary work 1 (1) 


* The percentages of all events reported within hospitals appear in parentheses. 


ones, primarily to ensure that the momentum of the study was sustained 
among the nurses. 

Because of constraints within the two hospitals, starting and finishing 
times for the second phase were staggered, with some nurses starting as early 
as August 30 and others finishing as late as February 26. Since most nurses 
worked rotating 12-hour shifts, they were scheduled to work only 14 shifts 
per month (twelve 12-hour shifts and two 8-hour shifts). The objective was 
to obtain a minimum of 50 observations (completed forms) from each nurse. 
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We did so for 46 (8596) of the 54 participating nurses. We tallied actual 
absences during phase 2 directly from hospital records. 


Analyses 


Univariate individual-level approach. To assess the extent to which the 
events reported daily were absence-relevant for individual nurses, correla- 
tions were computed between the responses to each item and (1) a nurse's 
daily self-expressed desire to be absent and (2) the actual decision about 
absence or attendance made. We performed these analyses separately for 
each of the 54 phase 2 nurses. For example, consider a participant who was 
in the longitudinal study for 60 shifts. The data for this nurse alone consisted 
of 20 arrays, each with 60 observations. The 60 ratings of job satisfaction the 
nurse made for the 60 scheduled shifts (see item 1 in the Appendix) made up 
the first array. Similarly, arrays 2 through 19 contained this nurse's 60 re- 
sponses to the remaining items. The 20th array consisted of the nurse's 
attendance record for the 60 shifts, coded 0 for attendance and 1 for absence. 
Thus, by intercorrelating the appropriate arrays, we were able to assess the 
impact of the events for each nurse separately. The only difference among 
these individual analyses was the number of observations per nurse, as some 
were in the study for more shifts than others. 

Univariate group-level approach. Next, the correlations pertaining to 
individual nurses were averaged. We chose not to use z to transform the 
correlations before averaging them because Hunter, Schmidt, and Jackson 
(1982) showed that this transformation gives undue weight to large correla- 
tions. Contrary to the individual-level approach, where our aim was to ex- 
amine individual differences, our intent here was to identify events that 
were important to the nurses as a group. We summed the 54 individual-level 
correlations involving each two variables, then computed their average and 
standard deviation. For instance, the mean correlation between job satisfac- 
tion and the desire to be absent reflects the extent to which job satisfaction 
predicts the desire to be absent for the group as a whole. We repeated this 
procedure with each of the remaining sets of item-criterion correlations. 

Principal components analysis. One shortcoming of the univariate anal- 
yses of previous research is that they have treated items as discrete entities 
even though the items may be related. For purposes of item reduction, we 
conducted a principal components analysis to create sets of correlated items. 
Clusters of correlated items give scores that are more reliable than responses 
to single items. 

The correlations among the items shown in the Appendix served as the 
input for the principal components analysis, excluding item 9, the desire to 
be absent, which served as a dependent variable in the subsequent multiple 
regression analyses. Using a series of algorithms, the principal components 
analysis identified items that were interrelated and defined a new, reduced 
set of variables, referred to as components, that were linear combinations of 
the original ones. These components helped us identify the relationships 
among the original items and offered a reduced set of variables to use as 
predictors in individual-level multiple regressions. We also performed a 
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principal factor analysis, which involves statistical assumptions different 
from those of principal components analysis. The results were similar and 
are available from the first author on request.’ 

Multivariate individual-level analyses. Since the components from the 
principal components analysis were linear combinations of the original 
items, each nurse had an array of scores associated with each component 
developed from the array of scores, or ratings, on each of the original vari- 
ables. Moreover, as was the case with the original variables, the number of 
observations in each nurse's arrays corresponded to the number of shifts for 
which questionnaires were completed. We then used the scores on the com- 
ponents as predictors in individual-level multiple regressions to predict the 
variables of interest. We used the nurses' component scores rather than the 
original variables to increase the statistical stability of the regression results, 
as stability increases when the number of predictors is low relative to the 
number of observations. Since there were an average of only 60 observations 
per nurse, it was desirable to reduce the number of predictors from the 
original set of 18 variables. 

There are two important aspects of the multiple regressions we per- 
formed to note. First, the analyses were again at the individual level. That is, 
we used the arrays of component scores associated with a given nurse to 
predict the behaviors of interest for that individual. The outcome of these 
analyses was two His for each nurse, one pertaining to absence desire and 
the other to actual absence. The other important aspect of the multiple re- 
gressions is that, unlike the previous individual-level analyses, which were 
all univariate, they were multivariate. Our intent was to combine the infor- 
mation contained in all the events optimally and thereby maximize the 
amount of variance explained in the variables. However, we could not con- 
duct individual-level multiple regression analyses for all the nurses. Some 
did not have enough — or any—variance in the criteria; for instance, some 
nurses were not absent during the data collection period. This was true in 3 
cases with absence desire as the criterion and in 22 cases when absenteeism 
was the criterion (32 nurses had at most one absence during the period 
covered by phase 2). 

Multivariate group-level analyses. As for the univariate results, we av- 
eraged and obtained the standard deviations of the multivariate R?s across 
the nurses. We could then make group-level inferences concerning the av- 
erage amount of variance explained by multivariate prediction across 
nurses. 


RESULTS 
Descriptive Statistics 
The number of completed rating forms gathered from each nurse during 
phase 2 ranged from 24 to 82 (X — 60; s.d. — 12). Of the 54 nurses, 46 stayed 


1 Kim and Mueller (1978) contains further details on principal components and principal 
factors analysis. 
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in the study for the target period of 50 shifts. As was noted, they reportedly 
completed 80 percent of the forms on the day for which the ratings applied 


` andtheremainder within two days. We did not analyze forms not completed 


on the same day separately because, for most nurses, there were too few of 
them (6—10) to yield meaningful results. 

For the phase 2 nurses, the mean frequency of absences over the. 4- 
to-5-month monitoring period was 1.41 (s.d. — 1.17, range — 0—6). The 
average duration of each absence was two shifts. Twelve (2296) of the nurses 
were not absent at all during this period. For comparison, we summarized 
absenteeism statistics for 436 nurses from the two hospitals. Their mean 
frequency of absence for the entire year was 3.29. The comparison suggests 
that the absences of the nurses participating in the study were not artificially 
restricted because of the intervention. Table 2 displays the means, standard 
deviations, reliabilities, and intercorrelations among the questionnaire 
items. 

The reliabilities in Table 2 were obtained using the standard Spearman- 
Brown formula (Ghiselli, Campbell, & Zedeck, 1981) and by correlating, for 
each item, even-day responses with odd-day responses across nurses and 
days of observation. In general, high reliabilities were associated with items 
(events) for which a high reliability would be expected, and rather low 
reliabilities emerged when purely situational, less stable events were in- 
volved. For example, for the attendance record during the previous three 
months, r,,, was .97, but for a special event at work, r,, was .30. With regard 
to the item intercorrelations shown in Table 2, some of the larger values 
reflect reasonable expectations. For example, ratings of tiredness are asso- 
ciated with poor health (r = —.38). Still, many of the correlations are mod- 
est. 

Each of the univariate analyses that followed was performed separately 
for nurses from each hospital. Since few significant differences arose, we 
report group-level results only for the two hospitals combined. Analyses by 
hospital are available from the first author. 


Desire to be Absent: Univariate Findings 


Individual-level results. The top part of Table 3 contains correlations 
between each absence-relevant event and the desire to be absent for the 54 
participants in phase 2. Each row of correlations in the top portion of this 
table represents the data of one nurse. Examining the correlations row-wise 
allows the relative importance of the events to each nurse's desire to be 
absent to be assessed. For example, row 1 of Table 3 tells us that tiredness 
(r = .49), stress (r = .46), and work interfering with home activities (r = 
— 26) were all significantly related to the first nurse's desire to be absent. 
Row 2 shows the absence desire of the second nurse from the children's 
hospital is significantly related to those same factors, but for her, attendance 
record (r = —.40), personal problems (r = .34), health concerns (r = —.32), 
and sleep disruption (r = —.24) also enter the picture. Further row-wise 
comparisons reveal other individual differences. In particular, each of the 
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events shown in Table 3 was significantly related to the absence desire of at 
least three nurses. 

Group-level results. The bottom portion of Table 3 displays the relative 
importance of the events that emerged when we averaged item-criterion 
correlations across nurses. We considered personal problems, tiredness, 
health concerns, stress, and work interfering with home activities to be im- 
portant predictors for the group as a whole. Each had an average correlation 
of at least .30 with the desire to be absent. From this group-level perspective, 
none of the other events would be considered to have associations with the 
desire to be absent, a conclusion that of course differs from what we derived 
from the individual-level analyses, which showed each event to be impor- 
tant for some of the nurses. 


Actual Absenteeism: Univariate Findings 


Individual-level results. The top portion of Table 4 shows the correla- 
tions between the absence-relevant events and actual absences. These find- 
ings can be examined in the same fashion as the results on the desire to be 
absent, with row-wise variation indicating individual differences. In this 
table, the desire to be absent appears as a predictor. Row-wise examination 
of Table 4 reveals that although there was some consistency across nurses in 
the events associated with absences, there were also notable differences. A 
comparison of nurses 10 and 13 from the children’s hospital graphically 
illustrates the latter point. The absences of nurse 10 are significantly related 
to job satisfaction, personal problems, loss of pay, tiredness, health con- 
cerns, stress, and the desire to be absent. In contrast, only one event, the 
death of a family member or a friend, is needed to explain all the variance in 
the absence behavior of nurse 13. The pattern for the second nurse from the 
general hospital was similar. A single occurrence of one event, the sickness 
of a family member or friend (item 13) explained all of her variance in 
absence behavior. Further row-wise comparisons reveal that most events 
were significant predictors for a subset of nurses. 

Group-level results. The bottom portion of Table 4 shows the relative 
importance of events when results are averaged across nurses. From this 
group-level perspective, we considered tiredness, ill health, and the desire 
to be absent useful predictors of absences. All had mean correlations at least 
in the mid-20s with the nurses’ daily decision to be absent or present. None 
of the other events had strong average relationships to absences. However, as 
was noted, the individual-level findings revealed that many of the events 
were important for subsets of the nurses. 


Summary of the Univariate Findings 


The strongest, most consistent correlates of the nurses’ daily expressed 
desire to be absent were tiredness, personal problems, ill health, stress, and 
work interfering with home activities. Only a subset of these—tiredness, ill 
health, and absence desire when it was used as a predictor—emerged as 
consistent predictors of actual absences. Overall, the best single predictor of 
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the desire to be absent was feeling tired (r = .46), whereas ill health best 
predicted absences (r = .39). Individual-level results that identified each 
event as important in explaining the behavior of at least one nurse supple- 
mented the group-level findings. The next obvious question was to what 
extent prediction could be improved, both for individual nurses and the 
group, by optimally combining the information contained in all the items? 
The principal components and multiple regression analyses answered that 
question. 


Principal Components Analysis 


The analysis was performed across both days of observation and nurses. 
The resulting components were therefore based on 2,995 observations. As 
explained earlier, our goals were to look for interrelationships among the 
various absence-relevant events and obtain a reduced set of variables to use 
as predictors in individual-level multiple regressions. Table 5 shows the 
components, each a linear combination of the original items, defined by the 
principal components analysis. 

Seven components with eigenvalues greater than one emerged from 
analysis. Together, they accounted for 56 percent of the variance among the 
set of original variables. With a few exceptions, we interpreted the compo- 
nents by examining loadings on each component of .34 or larger (these are 
underlined in Table 5). The labels we chose for the seven components were 
as follows: doldrums, describing low spirits, emotional and physical fatigue, 
and feeling down-trodden; poor standing, defined in terms of having to 
provide medical certification for absence, loss of pay, and having a poor 
attendance record; home responsibilities, comprising activities at home, 
nonwork social events to attend, and work to be done at home; overstaffing, 
defined primarily by the item for a higher than usual staff-to-patient ratio; 
work responsibilities, denoting a desire to finish work from the last shift and 
a desire to attend a special event at work; disrupted sleep, defined primarily 
by the item for lost sleep; and compassionate leave, relating to a sick friend 
or relative's requiring care or to a recent death among family or friends. 

With the seven component scores representing the information con- 
tained in the original 18 variables, there were only seven arrays of predictor 
information for each nurse. We performed a multiple regression analysis for 
each nurse separately, using the seven arrays of principal components anal- 
ysis scores to predict the desire to be absent and actual absences. 


Desire to be Absent: Multivariate Findings l 


Individual-level results. For each of the 51 nurses for whom the analysis 
was possible, the top portion of Table 6 shows (1) the standardized regres- 
sion coefficient associated with each component, including whether the 
component was a significant predictor of the nurse’s desire to be absent; (2) 
the total variance explained (R?); and (3) the R? adjusted for shrinkage by the 
Lord-Nicholson formula (Schmitt, Coyle, & Rauschenberger, 1977). 

In a now familiar pattern, row-wise comparisons of the individual-level 
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results reveal large differences. In some cases—nurse 6 of the children’s 
hospital, for example—none of the components was a significant predictor 
of the desire to be absent, and not surprisingly, significant variance was not 
accounted for. At the other end of the spectrum, we have nurse 23 of the 
general hospital, for whom three of the seven components contributed sig- 
nificantly toward explaining 67 percent (adjusted) of her desire to be absent. 
Each component was a significant predictor for at least five nurses. 

Group-level results. As the bottom part of Table 6 shows, the most 
consistent predictor of the desire to be absent was doldrums, which was 
statistically significant (p < .05) for 36 of the 51 nurses. Other common 
predictors included poor standing and home responsibilities, each signifi- 
cant for 11 nurses, and overstaffing, significant for 10 nurses. When we 
optimally combined the information in the component scores using multiple 
regression, an average of 47 percent of the variance in absence desire was 
explained, and 32 percent was explained after adjustment for shrinkage (see 
the R? summary near the bottom of Table 6). This average figure again masks 
the individual differences apparent from the corresponding individual-level 
analyses. 


Actual Absenteeism: Multivariate Findings 


Individual-level results. The top portion of Table 7 shows, for the 22 
nurses with the required data, the results of the individual-level regression 
equations with actual absences as the criterion. The absences of nurse 26 of 
the general hospital were predicted the most successfully; five of seven 
component scores contributed significantly to explain an adjusted 74 per- 
cent of the variance in her absence behavior. There were, however, numer- 
ous cases in which the component scores failed to predict absence epi- 
sodes—for example, nurse 11 and 19 from the children's hospital. 

Group-level results. The bottom portion of Table 7 shows that the pre- 
dominant predictors among the 22 nurses were doldrums, significant for 8 
nurses; home responsibilities, significant for 7 nurses; and disrupted sleep, 
significant for 6 nurses. The group-level R? summary suggests that an aver- 
age of 31 percent of the unadjusted variance in absences could be explained 
by using multiple regression to combine the information contained in the 
daily ratings; 20 percent of the variance was explained when R? was ad- 
justed. These findings of course again mask the differences in predictive 
success tied to the particular individuals involved. 


Summary of the Multivariate Findings 


The principal components analysis yielded several interpretable com- 
ponents suggesting that the absence-relevant events nurses identified were 
somewhat interrelated. Moreover, as expected, using multiple regression to 
combine the information contained in all the items optimally resulted in 
better prediction overall—32 percent for the desire to be absent and 20 
percent for actual absences—than that attainable from the best single pre- 
dictors of behavior. One commonality among the univariate and multivariate 
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' results was the prevalence of individual differences. Group-level summaries 
consistently masked the fact that multivariate prediction was excellent for 
some nurses but very poor for others. 


DISCUSSION 
Real-Time Data Collection and Attribution Bias 


As in previous studies (Chadwick-Jones et al. 1982; Morgan & Herman, 
1976; Nicholson & Payne, 1987), employees said that ill health was among 
the most common reasons for previous absences. It was also the single 
strongest correlate of absenteeism in the longitudinal phase of this study. We 
expected, however, that some events less justifiable as reasons for absence 
would also emerge from the longitudinal design as absence-relevant. This 
expectation was confirmed for the desire to be absent in that personal prob- 
lems, feeling tired, and stress were significant correlates for the nurses over- 
all, though none of those events emerged, in the univariate analysis at least, 
as group-level correlates of actual absences. 

Since most of our data were obtained on the days to which they Speed 
poor memory can virtually be ruled out as an explanation for the lack of 
relevance that events that left the choice of whether or not to attend up to the 
nurses apparently had to the absences of most nurses. Despite real-time data 
collection, the possibility remains that nurses consciously adjusted their 
ratings to make their absences appear justified. We tried to minimize the 
possibility of such bias by presenting absenteeism as only one of the vari- 
ables of interest in the study, assuring participants that all information they 
provided would be kept strictly confidential, and providing incentive to the 
nurses to give frank responses by promising them individualized feedback. 


Beyond Bias: Findings Involving the Desire to be Absent 


Evidence against bias and for the validity of our data comes from the 
following facts: (1) most of the forms were completed on time, as requested, 
(2) nurses’ self-reports of absence corresponded perfectly with hospital 
records, and (3) consistent patterns of responses did not develop as the study 
wore on, though responses may have become less thoughtful. In connection 
with this last point, the standard deviations for the items (see Table 2) reflect 
considerable daily variation in the questionnaire ratings. The pattern of item 
reliabilities is also indicative of valid ratings. Specifically, where consis- 
tency in the responses to an item was or could be expected, it emerged. For 
example, given the relatively low level of absences during phase 2, we 
would expect the responses to item 3, concerns about attendance record 
during the past three months, to be very stable, and they were. Moreover, 
when the nature of an event dictated only a modest degree of consistency, as 
in the case of personal problems and tiredness, for example, only modest 
consistency emerged. Taken together, these findings support the contention 
that the nurses’ responses were valid indicators of how they felt on a given 
day. 
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The group-level emergence of nonjustifiable events in relation to ab- 
sence desire can also be used to indirectly argue against pervasive bias in 
these data. In particular, the two-step process outlined earlier, in which 
events that do not demand an absence generally increase the desire to be 
absent but rarely result in actual absences, is a reasonable interpretation of 
the findings that deemphasizes bias. Perhaps many people resist their desire 
to be absent (desire and actual absences correlated only .25 on average) in 
response to less justifiable events unless and until more justifiable quasi- 
medical manifestations like ill health appear as well. Perhaps events like 
those defining the doldrums component wear employees down over time 
and turn what would otherwise be viewed as an unjustified desire into a 
justified and necessary absence. Catastrophe models (Sheridan, 1985) could 
be used to examine these possibilities with a sample in which the rate of 
absences is higher. The point here is that bias is not the only explanation for 
the weak relationship of absences to events that are less justifiable reasons 
for absence and that other possibilities should be investigated as well. 


The Benefits and Shortcomings of an Idiographic-Longitudinal Design 


One very desirable aspect of the design we used was that it allowed us 
to examine the absence behavior of nurses as individuals as well as to take 
the more typical approach of looking for average trends across individuals. 
The benefits of allowing for both perspectives were substantial. Repeatedly, 
variables labeled as having little significance at a group level nonetheless 
emerged as significant predictors for at least some, and usually many, indi- 
viduals. We observed this pattern of findings with both criteria and with 
both the univariate and multivariate analyses. 

Like most research strategies, ours also has disadvantages. For example, 
compared to the one-time data collection strategy typically used in absen- 
teeism research, the idiographic-longitudinal approach demands a tremen- 
dous amount of time and effort on the part of both researchers and partici- 
pants. Moreover, despite our efforts, the data set was unsatisfactory on at 
least two counts. First, the average number of observations per nurse was 
only 60, even though data collection occurred daily for nearly five months. 
The small group size meant the findings pertaining to individual nurses 
were somewhat unstable. Indeed, when we used the formulas of Hunter, 
Schmidt, and Jackson (1982) to correct the individual-level correlations for 
sampling error, about half the variance across nurses could be attributed to 
this artifact; we observed variations simply because the number of observa- 
tions was too small to yield highly stable individual-level correlations. The 
implication, of course, is that not all the variance across nurses reflects 
individual differences. The only way to overcome sampling error would be 
to have more observations per individual, but in practice, finding a willing 
group of such individuals is a less than straightforward task. In addition to 
the low average amount of data, the other less than ideal aspect of this data 
set was that relatively few absences occurred. We cannot know what the 
findings would have been had the rate of absences been higher. 
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Our approach also failed to live up to our expectations with regard to the 
average amount of variance explained in actual absences. At best, the 22 
percent overall adjusted figure we obtained was on par with the one-shot 
partial tests of the Steers and Rhodes (1984) model. However, as implied 
above, the benefits of the idiographic-longitudinal approach probably come 
not in the average amount of variance explained, but from the increased 
understanding of individual behavior it offers. For example, a one-shot 
across-subjects test of the 18 events used in this study would have likely 
concluded that deaths and sickness among family and friends do not ac- 
count for much variance in absenteeism. Such a conclusion would have 
been incomplete and misleading, however. People like nurse 13 of the chil- 
dren’s hospital and nurse 2 of the general hospital, whose absences were 
completely explained by one of these two events, would have been lost in 
the averaging process. Moreover, a one-time data collection strategy would 
likely miss the variation of infrequently occurring events like these and be 
relatively insensitive to the transitory states of emotional and physical fa- 
tigue tapped in this study. 

Two components of Steers and Rhodes’s (1978, 1984) model explicitly 
or implicitly covered many of the events generated by the nurses and studied 
by us: the ability to attend and the motivation to attend. Since we found that 
the impact of these events varied across individuals, it is likely that the 
one-shot (across-subjects) data collection strategies typically used to test 
Steers and Rhodes’s model fail to capture the full understanding and pre- 
dictive power the model offers. In the future, those attempting to evaluate 
the contribution of the proximal! predictors in that model should employ a 
strategy like the one used here. 


The Interrelationship Among Absence-Relevant Events 


Interrelationships among the absence-relevant events were successfully 
identified via principal components analysis. Moreover, as expected, using 
multivariate analyses to combine the information contained in the ratings 
improved prediction over the univariate strategies. Though not all the com- 
ponents were easy to interpret, the first, called doldrums, was. The compo- 
nent perhaps represents an empirical definition of the motivation for the 
“mental health day" that many nurses in the study’s first phase gave as a 
reason for past absences; only minor illness was a more frequently given 
reason (see Table 1). Moreover, the predictive power of scores from this 
component suggests nurses stay away from work primarily to deal with 
periodic bouts of emotional-physical fatigue. If that is true, perhaps occa- 
sional absences are functional (Staw & Oldham, 1978; Steers & Rhodes, 
1978), at least in the sense that they help dispirited nurses deal with the 
social-emotional and physical demands the occupation entails (Parkes, 
1982). If the brief retreat from work-related stress that absences apparently 
provide helps prevent doldrums from developing into a more permanent 
and costly state of burnout, the makers of absence policies must consider this 
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potential benefit in conjunction with the immediate costs (Cascio, 1987) 
inherent in nonattendance. 


CONCLUSIONS 


This study answered the call for more thorough investigation of extraor- 
ganizational factors as they relate to absenteeism (Johns & Nicholson, 1982; 
Steers & Rhodes, 1984). Also, from a purely methodological perspective, we 
studied absences using the painstaking idiographic contingent approach that 
some believe to be an essential prerequisite for theory development (Johns & 
Nicholson, 1982). 

The result of our approach was that we identified some common ab- 
sence-inducing events across nurses, but also found individual differences. 
Those findings suggest that although Nicholson and Payne's (1987) attempt 
to build a typology of absence-causing events by occupation and gender may 
be workable, some individuals within such groups will undoubtedly eval- 
uate the same set of objective absence-inducing circumstances differently 
from the others. 

Our study further showed that although many of the same events related 
to the desire of many nurses to be absent, their influence was less uniform on 
actual absences. The question then arises as to what individual factors are 
responsible for taking some of the nurses we studied over the threshold, from 
a state of desiring to be absent to actual absence. We suspect that individual 
differences in work-related values, such as work ethic (Hackett & Guion, 
1985; Steers & Rhodes, 1978), might account for some of this variation, 
particularly when it occurs within groups of the same gender and occupa- 
tion. In other words, value differences might explain why some people go to 
work almost at all costs even when the weather is particularly bad or when 
doctors, family, or friends advise against it, and others use any excuse they 
can think of to follow through on their desire to be absent. 

Finally, even though an idiographic-longitudinal design was used here, 
we do not advocate the abandonment of more traditional approaches. Espe- 
cially bearing in mind the noted shortcomings of our design, we agree with 
Luthans and Davis, who commented that “research in organizational behav- 
ior needs to proceed from the idiographic to the nomothetic and from the 
nomothetic to the idiographic and not from the nomothetic approach alone" 
(1982: 381). 
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APPENDIX 
Questionnaire Used by Phase 2 Nurses to Monitor the Occurrence 
of Absence-Relevant Events 


1. In general, how satisfied are you with your job today? (a) very satisfied, (b) satisfied, (c) 
neither satisfied nor dissatisfied, (d) dissatisfied, (e) very dissatisfied 

2. Are/were there any special events at work today that you are/were interested in 
attending? (a) no, (b) yes ` 
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10. 


11. 


12. 
13. 


14. 


15. 
16. 


17. 


18. 
19. 


20. 


. In your opinion, your attendance record over the past three months has been: (a) poorer 


than most of your coworkers, (b) average, (c) better than most of your coworkers 


. Was/is there any unfinished work from your last shift that you want(ed) to complete today? 


(8) no, (b) yes 


. How much are there personal problems affecting you today (i.e. depression, domestic 


dispute, etc.)? (a) much more troubling than usual, (b) more troubling than usual, (c) 
neither more nor less troubling than usual, (d) less troubling than usual, (e) much less 
troubling than usual 


. Would an absence fram work today require that you submit a doctor's certificate on return 


to work? (a) no, (b) yes 


. Would/will your absence from work today result in a loss of pay for you? (a) no, (b) yes 
. The number of patients on your ward/unit today, compared to the staff scheduled, is: (a) 


many fewer than usual, (b) fewer than usual, (c) same as usual, (d) more than usual, (e) 
many more than usual 


. How much would you have liked to take the day off today? (a) much more than usual, (b) 


more than usual, (c) neither more nor less than usual, (d) less than usual, (e) much less 
than usual 

How tired were you just before your shift today? (a) very tired (very sluggish), (b) quite 
tired (quite sluggish), (c) neither tired nor particularly awake, (d) quite awake (quite en- 
ergetic), (e) very awake (very energetic) 

In general, how would you describe your health before your scheduled shift today? (a) 
much better than usual, (b) better than usual, (c) same as usual, (d) poorer than usual Oe, 
minor ailments: cold, headache), (e) much poorer than usual De, major ailments: high 
fever, migraine headache) 

Has there been a death among family or friends over the last few days? (a) yes, (b) no 

Is there a sick friend or relative whom you could be caring for at home today? (a) no, (b) 
yes 

The amount of work needed to be done at home today is/was: (a) much more than usual, 
(b) more than usual, (c) about the same as usual, (d) less than usual, (e) much less than 
usual 

Is there an important social event that you have had to, or will have to, prepare for today 
De, entertaining, attending a family function)? (a) no, (b) yes 

Was there any disruption today in the amount of sleep you normally get before your 
scheduled shift (e.g., due to a late party, sick spouse, or upset child)? (a) no, (b) yes 

If you were not to show up for work today, it's likely that your unit would be: (a) very 
Shortstaffed, (b) shortstaffed, (c) not shortstaffed, (d) slightly overstaffed, (e) greatly over- 
staffed 

How stressed did you feel before your shift today? (a) much more than usual, (b) more than 
usual, (c) same as usual, (d) less than usual, (e) much less than usual 

How much does going to work today interfere with activities going on at home? (a) not at 
all, (b) a little, (c) a great deal 

Was this form completed on the day it is dated? (a) no, (b) yes 
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This study reexamined the performance outcome of diversification 
Strategies by combining the advantages of security-market-based mea- 
sures and Rumelt's classification scheme. The findings underscore the 
popular, though weakly supported, belief that controlled diversity is 
associated with the highest performance. Specifically, firms that diver- 
sified in a constrained manner demonstrated significantly lower levels 
of systematic risk and significantly higher levels of shareholder returns 
than firms employing other strategies. 


A widely held belief in strategic management is that firms that diversify 
in a related manner will perform better than firms that diversify in an un- 
related manner. Rumelt first found empirical support for this relatedness 
prescription in a 1974 study. Subsequent strategic management studies, 
however, have uncovered results that either seriously question that study's : 
adequacy (Bettis & Hall, 1982; Christensen & Montgomery, 1981) or provide 
at best weak statistical support for its findings (Palepu, 1985; Varadarajan & 
Ramanujam, 1987). Conversely, the general conclusion of research in finan- 
cial economics has been that unrelated firms perform better than noncon- 
glomerates (Michel & Shaked, 1984), or at least as well (Smith & Shreiner, 
1969; Weston, Smith, & Shrieves, 1972). 

There are at least three reasons to investigate further the belief that 
strategy influences corporate performance. First, strategic management stud- 
ies have traditionally defined performance by some accounting-based index 
like return on assets. A recent review of the literature on corporate perfor- 
mance measures, however, developed a strong case for using measures based 
on security market returns and constructed from an equation called the 
capital asset pricing model (Lubatkin & Shrieves, 1986). The rationale is 
threefold: security-market measures explicitly partition the variability of a 
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firm’s returns, or risk, into its systematic and unsystematic components; 
only security-market measures directly reflect the viewpoint of common 
shareholders; and the well-documented measurement biases associated with 
accounting-based measures do not affect security-market measures. Second, 
although finance researchers have commonly employed security-market 
measures, they have classified corporate diversification strategies with a 
product-count index. Unlike Rumelt’s classification scheme, which recog- 
nizes patterns of relatedness in marketing, distribution, R&D, and produc- 
tion, product-count indexes recognize only production-based similarities. 
Such indexes may, therefore, provide imprecise criteria for grouping firms 
into relatedness categories. Third, past studies examined return without 
explicitly accounting for risk. To the extent that risk and return act in concert 
to motivate diversification, a one-dimensional statistical test may understate 
the significance of diversification’s contribution to corporate performance. 
No study has examined risk and return jointly as components of a two- 
dimensional measure of performance. 

The present study extended past research efforts by combining the ad- 
vantages of security-market measures and Rumelt’s classification scheme. 
We employed a MANOVA design that simultaneously took into account the 
effects of corporate diversification on risk and on return. 


PREVIOUS RESEARCH 


The concept of corporate strategy as discussed by, among others, Rumelt 
(1974) and Porter (1985) provides guidelines for improving corporate per- 
formance. Two points are worth reviewing. First, a firm that achieves com- 
petitive advantage in its markets can better defend its chosen market posi- 
tions against competitive and general economic forces. In other words, com- 
petitive advantage enables a firm to lower its systematic risk—defined as the 
sensitivity of a firm’s returns to overall market risk—by forcing the burden 
of economic decline onto its weaker competitors. Also, competitive advan- 
tage helps a firm to amplify its returns during periods of market growth. 
Indirect support for this position comes from the economics literature, 
where the term market power is analogous to the term competitive advantage 
in that both imply a defensible market position. Economic studies have 
shown that as market power increases, systematic risk decreases (Moyer & 
Chatfield, 1983) and return increases (Logue & Merville, 1972). 

A second point is that competitive advantage in any market is best 
achieved when a firm combines distinct business units that are linked by 
certain core technologies, a process that can be called constrained diversi- 
fication. There are several mechanisms, identified in Table 1, that con- 
strained diversifiers can use to make their business positions more compet- 
itive. In contrast, unrelated diversification offers far fewer mechanisms for 
that purpose. Although the mechanisms associated with unrelated diversi- 
fication may provide financial economies (Williamson, 1975), they are less 
able to provide tangible and intangible efficiencies (Porter, 1985), collusive 
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gains (Chatterjee, 1986), and multipoint advantages (Wernerfelt & Karnani, 
1985). Regarding the last, firms often compete in more than one industry, so 
actions taken in one industry may have implications in another. With mul- 
tipoint competition, a firm may be forced to match its rival’s economies in all 
of the rival’s industries or face selective pockets of vulnerability. To the 
extent that unrelated diversifiers compete against firms with diversification 
strategies that provide the competitive mechanisms mentioned, the former 
will be at a competitive disadvantage. Stated differently, unrelated firms will 
show less advantageous risk and return properties. 

Linked diversification, in which businesses that are related to at least 
one, but not all, of a firm’s current activities are combined, represents a 

midrange position between constrained and unrelated strategies, and firms 
that make their strongest commitment to one business through either single- 
business or dominant-business vertical moves may be at a competitive dis- 
advantage to all but unrelated firms (Lubatkin & O’Neill, 1987). 

Table 1 summarizes the predicted competitive advantages associated 
with each diversification strategy and the net effect that the advantages have 
on systematic risk and shareholder return. 

Existing empirical evidence on the relationship between corporate di- 
versification and both systematic risk and shareholder return, however, is 
ambiguous. Recent studies have examined the relationship between diver- 
sification and systematic risk and found that unrelated diversifiers show 
higher levels of systematic risk than related diversifiers (Barton, 1988; Lu- 
batkin & O’Neill, 1987; Montgomery & Singh, 1984). However, those studies 
have failed to consider possible trade-offs between risk and return. Corpo- 
rate diversification may be undertaken to achieve multiple objectives like a 
decrease in risk and a decrease in returns, a trade-off that creates no value for 
common shareholders but may create value for the risk-averse agents of the 
shareholders. This condition may occur when compensation schemes fail to 
align the interests of management and shareholders (Tehranian, Traulos, & 
Waegelein, 1987). Studies that examine systematic risk and shareholder re- 
turns jointly have tended to do so with product-count indexes of diversifi- 
cation and one-dimensional, risk-adjusted return statistics that may under- 
state risk's significance (Dubofsky & Varadajan, 1987; Galbraith, Samuelson, 
Styles, & Merill, 1986; Michel & Shaked, 1984; Weston et al., 1972). The 
present study examined risk and return both jointly, with a two-dimensional 
measure of performance, and singularly, and used Rumelt's classification 
scheme of diversification. 


METHODS 


Data and Firms 


The firms studied appear on the list of firms used by Rumelt (1974). We 
chose firms from Rumelt's list because doing so allowed a direct comparison 
with his pioneering work and extension of his findings into market-based 
measures of risk and return. Moreover, Rumelt's list covers two decades (the 
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1950s and 1960s) of relative economic stability and avoids the more difficult 
period that began in the early 1970s with the energy crisis and ended in the 
mid-1980s with the softening of energy prices. The list also covers the 1940s, 
a decade that closed with high unemployment and high inflation, both 
brought about by the conversion from a wartime to a peacetime economy. 
Therefore, some results of the current study, particularly those from the 
1950s and 1960s, may better represent the performance outcomes of current 
diversification efforts than do the results of studies that examined strategies 
of the more volatile years (e.g., Barton, 1988; Bettis & Hall, 1982; Christensen 
& Montgomery, 1981; Dubofsky & Varadarajan, 1987; Michel & Shaked, 
1984; Montgomery & Singh, 1984). 

The test firms for this study, however, differ from those used by Rumelt. 
He used a data base that provided annual observations from 1950 to 1970. 
Therefore, he was limited to examining strategy effects tice once each for 
the decades beginning in 1950 and 1960. Further, his data.base contained 
historical records only on firms still in existence in 1970, thereby raising the 
possibility of a survivorship bias embedded in his results. 

In contrast, the current study employed the Center for Research in Se- 
curity Prices (CRSP) data base, which does not delete data on firms that leave 
the New York Stock Exchange (NYSE). Consequently, our test group is not 
limited to firms still in existence in 1970. Further, because CRSP contains 
monthly rather than annual data, we could examine strategy effects over a 
shorter time frame—the final 40 to 60 months of each decade. To estimate 
reasonably stable coefficients from the market model, reviewing data from 
60 months is desirable, though 40 months is adequate (Gonedes, 1973). 
Finally, the availability of data from before 1950 allowed us to examine 
strategy effects three times. A total of 121 firms are listed on CRSP for at least 
40 consecutive months in the 1940s; for the 19508, there are 135 such firms, 
and for the 1960s, 137. Overall, the test group contained 144 individual 
firms, of which 113 were present in all three time periods, 23 were present 
in two periods, and 8 were present in only one period. In 95 percent of the 
cases, 60 continuous months of data were available and therefore used. 


Security-Market Measures 


Depending on the availability of data, we estimated risk and return over 
the final 40 to 60 months of each decade, using the market model in the form 
(ry — rg) = a, + bi Dau rg) + ei; where rm is the monthly rate of return 
on the CRSP-value-weighted NYSE index for month t and rg is the yield on 
treasury bills one month before maturity. Estimates of b;, or beta, represent 
the sensitivity of a firm's returns to the returns of the market; this is a 
measure of the firm's systematic risk. To facilitate comparisons between 
decades, we established market controls for estimates of systematic risk by 
calculating the value-weighted average beta of all NYSE-traded firms during 
the last 60 months of each of the three decades. A firm's beta in any decade 
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was then expressed as a percentage of its corresponding market beta; the 
market beta was 1.26 in the 1940s, 0.909, in the 1950s, and 1.23 in the 
1960s." 

Estimates of a, or Jensen's alpha (Jensen, 1968, 1969), represent the 
ability of a firm to perform better or worse than firms in an unmanaged 
portfolio of firms having similar market risk. Alpha is better suited to eval- 
uate returns associated with strategies than are event-related measures of 
abnormal returns because strategies have no clear starting date (Montgomery 
& Wernerfelt, 1986). Rather, strategies tend to emerge as a series of related 
events. Each event, strategic or otherwise, results in a reassessment of value 
that is capitalized into a firm's stock price as the event becomes known to the 
marketplace. By construction, alpha is expected to capture the net impact of 
such events; it measures the extent to which a firm has surprised the market 
positively or negatively for an extended period of time. Further, by estimat- 
ing alpha for a long period of time, the troublesome influence of an industry 
effect can be reduced. Fundamental to this assertion is the idea that indus- 
tries are less likely than individual firms to surprise the capital markets. To 
demonstrate a positive or a negative alpha over a long time, therefore, a firm 
will have to act in an unexpected manner for its industry group. Finally, 
unlike beta, Jensen's alpha is by construction market-adjusted, and therefore 
no additional control is necessary. 


Selecting the Relevant Horizon Length 


A problem facing researchers is determining when measures of corpo- 
rate performance reflect all strategy-related events. The current study de- 
fined the relevant time period as the final 40 to 60 months of each decade 
studied. This period should be adequate to capture long-term strategy 
effects with market measures because (1) such measures reflect investors' 
perceptions of future risk and return attributed to firm-specific events and 
(2) the events are by design those that led up to and include the point at 
which a firm's strategy type was determined, since Rumelt classified firms 
during the last year of each decade. 

Many firm-specific events, therefore, are expected to contain informa- 
tion about a firm's strategy. Of course, just as many may be extraneous. This 
obvious shortcoming, however, need not invalidate the use of beta and Jen- 
sen's alpha for hypothesis testing. First, in large samples, the influence of 
extraneous events will be captured systematically to the extent that a strat- 
egy effect exists. Second, extraneous events bias results against finding sta- 
tistical differences between categorical measures, thus promoting a conser- 
vative test. - 


1 Our finding that the value-weighted NYSE beta is not equal to 1 is consistent with what 
Brown and Warner found and discussed (1980: 239—241). 
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Analyses 


A MANOVA design was used to assess whether the different diversifi- 
cation strategies firms employed in each of the three decades studied signif- 
icantly affected systematic risk and shareholder return, taken jointly. We 
then used univariate analyses of variance (ANOVAs) and Scheffó multiple 
range tests to test the importance of each of the two dependent financial 
variables in explaining any strategy effects. Finally, we again tested the 
research hypotheses using MANOVA and ANOVA and 393 observations 
obtained by pooling the data on firms in each strategy category for each 
decade. 

Additional interpretation of the results was obtained by using chi- 
square tests to compare the distribution of strategy types across the range of 
the firms’ performance. The following steps were taken to construct these 
tests: First, we defined performance by a modified Jensen’s measure, or the 
ratio of alpha to beta (Weston et al., 1972); this univariate, risk-adjusted 
return measure is a unit of extra-market return per month, per unit of stock- 
holder risk. Using this measure, we developed a high-to-low performance 
ranking for each decade. Each ranking was then partitioned to distinguish 
value creators, defined as firms that demonstrated the ability to outperform 
the marketplace over a period of about 60 months, from value destroyers— 
firms with a negative modified alpha. We also developed a three-decade 
ranking by combining the rankings across decades. Finally, individual chi- 
square tests were run to compare the distribution of each strategy type 
among the value-creating and value-destroying firms for the pooled sample 
and for each of the three-decade subgroups. 


RESULTS 


Table 2 displays the measure of mean, market-adjusted systematic risk 
(beta) and the measure of security-market return (alpha) for each of the five 
strategy types for each of the three-decade subgroups and the pooled sample. 
A MANOVA model provides strong support for the assertion that perfor- 
mance differences existed over the range of strategy categories (p< .01) for 
all but the 1940s group. Recall that the mid-to-late 1940s was a time when 
the economy was making the difficult adjustment from war to peace, thereby 
likely making corporate strategy more problematic. The individual ANOVAs 
on risk and return suggest that most of the explained variance attributed 
to strategy comes from its influence on systematic risk: the ANOVA F is 
significant to the .001 level for all but the 1940s. A Scheffé test of multiple 
comparisons on mean systematic risk by strategy groups (not shown in Table 
2) suggests that at least two categorical comparisons, constrained and dom- 
inant-vertical, and single-business and dominant-vertical, are significantly 
different at the .05 level for the 1950s subgroup. Similarly, the Scheffé test: 
suggests at least two significant categorical differences (constrained and un- 
related, and dominant-vertical and unrelated) for the 1960s, and at least two 
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differences (constrained and unrelated, and single-business and unrelated) 
for the pooled data. 

Of course, the analyses shown in Table 2 focus on group means and may 
not reveal a complete pattern of performance differences. Table 3, therefore, 
presents the distribution of strategy types across the value-creating and 
value-destroying partitions and the corresponding chi-square statistics for 
each of the three decades and the pooled data. 

The results concerning constrained strategies are fully consistent with 
those presented in the previous table. Firms that followed constrained strat- 
egies appeared much more likely to be value-creators than value-destroyers, 
with chi-squares significant to at least the .01 level for all but the 1940s. In 
contrast, firms that followed the other four strategy types were equally dis- 
tributed among the subgroups defined by the value-creation partitions. Upon 


TABLE 2 
Mean Systematic Risk and Capital Market Return by Strategy Groups® 


Single- Dominant- 


Decades? business vertical Constrained Linked Unrelated F 
1940s 
N 37 18 49 14 3 
Beta 0.95(.28) 0.95 (.36) 0.92 (.24) 0.98 (.25) 1.07 (.29) 0.3 
Alpha 0.06 (.81) 0.06 (.55)  0.04(.91)  -—0.10(.64) -—0.36(.03) 0.3 
F4, aso = 0.25 
1950s 
N 16 19 62 28 10 
Beta 0.93 (.39) 1.42 (.38) 1.01 (.37) 1.11 (.50) 1.18(.30) 47*** 
Alpha 0.08 (.94) 0.31(.67} 0.59 (.68) 0.33 (1.3) 0.11 (1.1) 1.5 
Pla aen 7 3.01** 
1960s 
N l 6 24 48 41 20 
Beta 0.80 (.29) 0.82 (.31) 0.83 (.32) 1.00 (.29)  1.21(.31) 5.1*** 
Alpha 0.02 (.66) 0.33(.73) 0.51 (.65) 0.37 (.83)  0.40(.72) 0.8 
Paan = 2.84** 
Three decades 
N 58 61 157 83 33 
Beta 0.93(.31) 1.05(.43} 0.96 (.32) 1.03 (.37)  1.19(.30) 4.3*** 
Alpha 0.08(.82) 0.24(.67)  0.40(.78) 0.27 (1.0) 0.24(.86) 1.9 


Fa 754 = 2.50** 


* [n each cell, the first number is the mean performance statistic. The number in parenthe- 
868 is the cross-sectional standard deviation of the mean. 

>In all cases, systematic risk (beta) is expressed as a percentage of market risk, as deter- 
mined by the beta of the average NYSE-traded firm. Stockholder return (alpha), defined as the 
monthly performance above or below an unmanaged portfolio of firms with similar risk, is 
expressed as a percentage and empirically represented by Jensen's alpha. 

* Values are ANOVA-based. i 

d Values are MANOVA-based. 

**p«.01 
kak p < ,001 
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TABLE 3 
Distribution Across Diversification Categories of Value Creators 
and Value Destroyers by Decade 





Diversification Strategies 
Decades Single-business Dominant-vertical Constrained Linked Unrelated 
1940s 


Creators 19 11 29 5 1 
Destroyers 18 18 20 9 2 
x 0.03 0.89 1.65 1.14 0.33 
1950s 
Creators 7 12 53 18 5 
Destroyers 9 18 9 13 5 
x 0.25 1.32 31.20*** 0.14 0.00 
1860s 
Creators 3 14 34 26 14 
Destroyers 3 24 12 15 6 
x 0.00 0.67 10.50** 3.43 3.20 
Three decades 
Creators 29 37 116 46 20 
Destroyers 30 24 41 37 13 
x* 0.02 2.77 35.80*** 1.19 1.48 
**p«.01 
kak p < .001 


closer examination of the pooled data distribution (not presented in the 
table), however, linked and dominant-vertical firms showed patterns that 
departed from the expected. In the cases where these two strategies de- 
stroyed stockholder value, they did so in a big way: 10 out of the 13 value- 
destroying unrelated firms were included in the bottom half of the value- 
destroying subgroup, as were 21 of the 24 value-destroying dominant- 
vertical firms. The chi-square results and the descriptive performance 
rankings therefore highlight the dangers of generalizing from group means. 
In summary, the pattern of performance differences illustrates that con- 
strained strategies were the top performers, outperforming the marketplace 
by a three-decade average of .0058 per month per unit of systematic risk (i.e., 
alpha divided by market-adjusted beta). Stated differently, firms that ad- 
hered to constrained strategies created shareholder value in that their risk- 
adjusted returns were 35 percent higher than those of other firms in the 
market over a 60-month period. Overall, vertical strategies had the lowest 
return-risk rating (.0001 per month). In contrast, unrelated strategies were 
associated with the highest levels of risk, but also with moderate levels of 
return. Overall, unrelated strategies showed a .0023 monthly return-risk 
rating. Therefore, when return and risk are considered in tandem, unrelated 
strategies do not appear to perform worse than the market average. The same 
` is true for linked and single strategies (.0017 per month). The findings for 
unrelated strategies represent a major departure from Rumelt's findings. 
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DISCUSSION AND CONCLUSIONS 


This study attempted to combine the advantages of a strategic perspec- 
tive on corporate diversification and security-market based measures of risk 
and return. As expected, firms that diversified into unrelated product mar- 
kets tended to show higher levels of systematic risk than firms employing the 
other strategy types. In contrast, firms that diversified in a controlled manner 
demonstrated superior risk properties. These findings extend Rumelt's 
(1974) findings. He observed that firms diversifying in a constrained manner 
had lower variability in earnings than did firms that employed other strategy 
types because the first firms were ''diverse enough to compensate for de- 
clining prospects in one product-market area with new products that are 
functional substitutes for the old product" (1974: 104). However, Rumelt 
also stated, “Such firms are not so diversified that they can avoid the total 
systematic risk of the economy" (1974: 104). The findings of the present 
study suggest that Rumelt may have underestimated the value of controlled 
diversity in mitigating economic risk. Although no strategy can fully elim- 
inate systematic risk, constrained strategies demonstrate the ability to man- 
age away a portion of it. 

The findings of the present study also complement the findings of Bar- 
ton (1988) and of Montgomery and Singh (1984) because the mean betas 
presented in the three studies are similar, although the economic environ- 
ments are not. This similarity suggests that the conclusions of the present 
study should apply to other time periods, even the turbulent 1970s. 

Finally, the systematic risk findings are important because they suggest 
that constrained strategies can achieve a reduction in risk that stockholders 
cannot achieve on their own. This finding therefore underscores the distinc- 
tion between managing a portfolio of securities and managing a portfolio of 
businesses. In the latter case, the systematic variance of the combined re- 
turns of each business need not be a linear extension of historical variances. 
Rather, management actions may alter the underlying risk profiles of the 
combining businesses. In instances of corporate diversification, therefore, 
general market risk appears to have an uncontrollable and a controllable 
component. Lubatkin and O'Neill (1987) studied merger strategies and ar- 
rived at similar conclusions. 

Of course, low systematic risk is valuable to stockholders only to the 
extent that it is not accompanied by a corresponding low return. The robust 
evidence presented by the current univariate analysis of Jensen's alpha and 
systematic risk, multifaceted analysis of the two, and chi-square analysis 
using a modified Jensen's measure, however, strongly suggests that a well- 
devised strategy can simultaneously yield low risk and high returns. Fur- 
ther, the findings of the current study clearly show statistical grounds for 
asserting that performance differences exist over the range of strategy cate- 
gories. Finally, the current findings underscore Rumelt's findings that con- 
strained diversification leads to the highest performance and also extend his 
findings to security-market-based measures. 
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This study has limitations, however. For example, we did not explicitly 
control for other influences, such as monopoly power, that might be driving 
the results. Unfortunately, the effects of strategy and power may not be 
separable. Power may derive from monopolistic positions that have little to 
do with strategy; conversely, power may also emanate from several mecha- 
nisms that, as shown in Table 1, are theoretically linked to strategy. Adding 
to the complexity of controlling for monopoly power is that existing mea- 
sures are at best “imperfect representations of an unobservable construct” 
(Barton, 1988: 368). Confronted with these construct issues, we made the 
arguable assumption that any influence of monopoly power would not be 
systematically present in the firms studied. 

Questions emerge from the findings of this study. Why does vertical 
integration either create shareholder value or destroy it in a big way? What 
discriminates firms that retain one diversification strategy over two decades 
from firms that change to a new one? Is controlled diversity the cause of high 
performance? Or, as Rumelt conjectured, “Is it rather that high performance 
eliminates the need for greater diversification?" (1974: 125). Will risk and 
return characteristics improve for firms that adopt a constrained strategy but 
decline for firms that move away from one? 

In summary, this study extends the literature on diversification strategy 
and economic performance and in the process makes a contribution by rep- 
licating Rumelt's 1974 study with security-market measures of risk and re- 
turn. Longitudinal analyses of diversification decisions would seem to be 
the next important area of investigation. 
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A study was conducted with 188 supervisors to assess the relationships 
among supervisory attributions, the exchange relationship between 
leaders and subordinates, and critical performance incidents. The re- 
sults indicated that internal, but not external, attributions were signif- 
icantly related to the leader-member exchange and to critical perfor- 
mance incidents. We discuss the implications of these findings. 


Green and Mitchell (1979) set forth a two-stage model of leadership 
based on attribution theory. They proposed that in the first stage, perfor- 
mance by subordinates leads to the formation of attributions by their leader. 
Leaders may attribute subordinate performance to internal causes like ability 
and effort or to external causes like luck and task difficulty. In the second 
stage, these attributions produce different leader behaviors toward subordi- 
nates. A number of empirical studies have provided support for the second 
stage of the model. For example, attributions by leaders have been shown to 
be related to discipline and reward decisions (Green & Liden, 1980; Lanzetta 
& Hannah, 1969; Mitchell & Wood, 1980; Weiner & Kukla, 1970) and to 
selection decisions and task assignments (Hargrett, 1981). 

Limited empirical support also exists for the first stage of the model. It 
has been shown that attributions do covary with subordinate performance 
(Knowlton & Mitchell, 1980; Mitchell, Green, & Wood, 1981). However, the 
formation of attributions by leaders may be associated not only with subor- 
dinate performance but also with the nature of the relationships between the 
leaders and subordinates. Green and Mitchell (1979) first mentioned the 
possibility of such a relationship eight years ago, and although several au- 
thors have subsequently mentioned it (Dienesch & Liden, 1986; Mitchell et 
al., 1981), no one has fully described or empirically tested this relationship. 

This article presents an empirical test of the relationship between attri- 


The authors would like to thank Herbert Heneman III and two anonymous reviewers for 
their helpful comments on previous drafts, and Paul Thompson for his assistance in data 
analysis. 
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bution formation and leader-subordinate relationships. We conceptualized 
attributions as a function of both the exchange relationships that supervisors 
have with their subordinates and levels of subordinate performance. The 
nature of the exchange relationships in question can be defined by leader- 
member exchange theory, an extension of vertical dyad linkage theory. Ac- 
cording to this theory, leaders differentiate employees into two sets, an in- 
group and an outgroup (Dansereau, Graen, & Haga, 1975; Dienesch & Liden, 
1986; Graen & Cashman, 1975; Graen, Novak, & Sommerkamp, 1982). Su- 
pervisors offer subordinates in an ingroup a high degree of trust, interaction, 
support, and rewards, whereas outgroup subordinates receive a low degree 
of trust, interaction, support, and rewards. 

Our expectation was that when supervisors assign causality to subordi- 
nates’ performance, they may provide more favorable attributions to ingroup. 
members than to outgroup members when the performance levels of the 
ingroup and outgroup members are the same. Leaders will attribute effective 
performance by subordinates to internal factors and ineffective performance 
to external causes for ingroup members. These attributions are favorable to 
ingroup members because they may lead to rewards like incentive pay, and 
they are also favorable to supervisors because they support their cognitive 
association with ingroup members (Wilder, 1986). Alternatively, we ex- 
pected that leaders will attribute effective performance to external causes 
and ineffective performance to internal causes for outgroup members. 

Leaders may make these attributions for a variety of reasons. First, they 
may see ingroup members as ‘“‘hedonically close" to themselves, so the at- 
tributions leaders form for an ingroup may be similar to self-attributions.* 
Second, abundant research (e.g., Brewer, 1979; Wilder, 1986) has indicated 
that individuals have overall favorable images of the members of ingroups 
and unfavorable images of the members of outgroups. Specifically, because 
individuals are more receptive to information that is consistent with their 
categorizations of ingroup and outgroup, supervisors may recall evidence 
that supports these biases but may not perceive evidence that could contra- 
dict them. Third, in order to maintain a high degree of trust between them- 
selves and ingroup members, leaders may need to give preferential treatment 
to ingroup members (Graen, 1976). 

In sum, previous research suggests that leaders will make favorable 
attributions for ingroup members but not outgroup members. We therefore 
hypothesized that (1) when performance is effective, internal attributions— 
to ability and effort, for example—will be higher for ingroup than for out- 
group members, and external attributions (to luck and difficulty) will be 
higher for outgroup members than for ingroup members; (2) when perfor- 
mance is ineffective, internal attributions will be higher for outgroup mem- 
bers than for ingroup members, and external attributions will be higher for 
ingroup members than for outgroup members. 


1 Thanks to an anonymous reviewer for this suggestion. 
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METHODS 
Design and Data 


The respondents were 188 supervisors employed in 37 organizations., 
All the organizations were in the same large metropolitan area. There were 
more men than women (112 vs. 76) among the respondents. Their average 
age was 39 years; average tenure in their present organization was nearly 9 
years; and average tenure as a supervisor was nearly 6 years. Small cell sizes 
precluded the use of supervisors' or subordinates' gender as a control vari- 
able. ‘ 

To test the hypotheses, we used a 2 X 2 within-subjects design. The first 
factor, exchange relationship, had two levels: ingroup and outgroup status. 
The second factor, performance in a critical incident,” also had two levels— 
effective and ineffective. Attributions of ability, effort, luck, and task diffi- 
culty served as the dependent variables. 


Manipulations and Measures 


Exchange relationship. We assessed ingroup status by asking the super- 
visors to think of the subordinate with whom they had best working rela- 
tionship. This person was defined as the single individual “from whom you 
would most likely welcome suggestions, who you would most likely assist if 
they have a problem, who you would most likely to turn to when you have 
a problem, and who you most likely depend upon to get things done." 
Outgroup status was assessed by asking the supervisors to think of another 
subordinate with whom they had the worst working relationship. This per- 
son was further identified as the individual “from whom you would most 
likely not welcome suggestions, who you would most likely not assist if they 
have a problem, who you would most likely not turn to when you have a 
problem, and who you most likely do not depend upon to get things done." 
Duchon, Green, and Taber used a similar measure of exchange relationships, 
stating that "best and worst were characterized in terms of behavioral di- 
mensions derived from previous work using quality of exchange measures" 
(1986: 56) (cf. Liden & Graen, 1980; Schiemann & Graen, 1978). For two time 
periods, Duchon and colleagues reported significant correlations of .42 and 
.35 for relationships between their measure of exchange relationships, sim- 
ilar to the one used in the present study, and the quality of exchange. These 
data suggest that measures of exchange relationships and of quality of ex- 
change are convergent with one another (Duchon et al., 1986). 

Critical incidents. Supervisors generated a critical incident in which 
performance was effective and a critical incident in which performance was 
ineffective for both the ingroup and outgroup member chosen. Hence, there 
was a critical incident for each cell in the 2 x 2 design. Effective perfor- 


2 Critical incidents are occurrences of highly effective or highly ineffective behaviors in 
performing a job (Flanagan, 1954). 
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mance was established by asking the supervisors to think of a situation in 
which a subordinate's performance exceeded the expected performance 
standard of his or her position, and ineffective performance was established 
by asking them to think of an incident when the subordinate's performance 
fell below the performance standard of his or her position. 

Attributions. For each of the four conditions generated by the two-factor 
design, supervisors were asked to indicate the extent to which each of the 
following caused the incident: ability, effort, luck, and task difficulty. The 
four choices coincide with the four dimensions suggested by Weiner, Frieze, 
Kukla, Reed, Rest, and Rosenbaum (1971). To assess the degree to which 
supervisors attributed subordinate performance to each of the four dimen- 
sions, we used four 1-item measures with 5-point scales ranging from “very 
little" to.“‘very much”; a high score indicated that the particular attribution 
was a likely cause of the incident. 


Procedures 


Each supervisor completed a questionnaire for both the ingroup and the 
` outgroup subordinate. For each subordinate, the supervisor thought of an 
effective or ineffective critical incident and completed attribution ratings of 
the subordinate for that incident. Then, we asked the supervisor to think of 
a critical incident unlike the one already rated—effective if the first was 
ineffective, and vice-versa—and to make attribution ratings of the same 
subordinate for this incident. Finally, the supervisor gave performance rat- 
ings and some demographic characteristics for the subordinate. The same 
procedure was then followed for the other subordinate. We presented both 
the ingroup-outgroup status and effective-ineffective performance manipu- 
lations in counterbalanced order. Thus, each supervisor provided one set of 
attribution ratings for each of the four conditions in the experiment: ingroup 
member-effective performance, ingroup member-ineffective performance, 
outgroup member-effective performance, and outgroup member-ineffective 
performance. 


Analysis 


A 2 X 2 within-subjects analysis of variance (ANOVA) was conducted 
four times, with ability, effort, luck, and task difficulty as the dependent 
variables. The two factors were critical incidents and exchange relation- 
ships. We calculated effect sizes using omega squared (w°). When the inter- 
action between a critical incident and an exchange relationship was signif- 
icant, we conducted Scheffé a posteriori comparisons on the appropriate 
means to test for significant differences in attributions (Kirk, 1982). 


RESULTS 


Table 1 presents the means and standard deviations and Table 2 the 
correlations for the causal attribution variables. Table 3 presents the uni- 
variate ANOVA results. For all but one of the dependent variables, signifi- 
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TABLE 1 
Means and Standard Deviations for Causal Attribution Variables? 
Critical Incidents 
Effective Ineffective 
Attributions se Ingroup Outgroup Ingroup Outgroup 
Ability 35 4.20 3.46** 2.09 2.60** 
(0.78) (0.85) (1.04) (1.11) 
Effort 39 4.22 3.41** 2.75 3.47** 
(0.74) (1.03) (1.28) (1.30) 
Luck .23 1.77 2.00 1.73 1.77 
(0.86) (0.99) (0.92) (0.97) 
Task difficulty .34 3.07 2.94 2.95 2.58 
(1.01) (1.03) (1.13) (1.09) 


* N = 181; standard deviations are in parentheses. 
^ Critical values (where p « .05) are for Scheffó S a posteriori comparisons of ingroup and 
outgroup status. 
*p«.05 
** p< .01 


cant main effects emerged for both exchange relationship and critical inci- 
dents. The type of exchange relationship failed to have an effect on the 
perceived effort of the subordinates. A significant interaction was found for 
all but one of the dependent variables, task difficulty.? 

Table 1 also shows the results of the a posteriori comparisons for Hy- 
potheses 1 and 2. Hypothesis 1 concerned the attributions for effective per- 
formance. As can be seen, we found significant differences between mean 
attributions for ingroup and outgroup members for both internal attribu- 
tions. Ability was significantly higher for ingroup than for outgroup mem- 
bers; effort was significantly higher for ingroup than for outgroup members. 
In both cases, supervisors were more likely to attribute effective performance 
to internal factors for ingroup members than for outgroup members. The 
results were not significant when supervisors were asked to make external 
attributions. A nonsignificant difference emerged between mean attribution 
ratings of luck for ingroup and outgroup members. Because the interaction of 
exchange relationship and critical incident was not significant, we did not 
calculate comparisons for the attributions to task difficulty. 


3 An anonymous.réviewer suggested that the exchange relationship factor might have been 
confounded with the overall performance levels of individual ingroup and outgroup members. 
In order to assess this possibility, we conducted a dummy variable regression analysis for each 
of the four dependent variables, entering a nine-item composite measure of overall performance 
(a = .81) in the regression equation first. Subsequently, we entered the other independent 
variables: critical incident, exchange relationship, and the interaction of critical incident and 
exchange relationship. After overall performance had been controlled for, the hypothesized 
interaction was significant (p « .05) for ability and for effort; the interaction was not significant 
for luck and difficulty. Thus, the interaction was confirmed for the two Internat attributions, 
even after the varlance due to overall performance bad been removed. 


1989 Heneman, Greenberger, and Anonyuo 471 


TABLE 2 
Correlations for Attributions by Exchange Relationship 
and Critical Incident* 
na Variables: oS ———— EE, 
Ingroup status 
1. Ability 12 13 21 
2. Effort .12 13 —.18 
3. Luck —.08 —.18 10 
4. Task difficulty 42 .01 2 
Outgroup status 
1. Ability ~.16 —.04 45 
2. Effort 19 —.13 —.09 
3. Luck .04 -.41 .03 
4. Task difficulty .06 .10 .23 


* N — 182 for the top matrix and 181 for the bottom matrix; the top diagonal of each matrix 
represents correlations for ineffective critical incidents; the bottom diagonal represents corre- 
lations for effective critical incidents. 


Hypothesis 2 concerned the attributions for ineffective performance. As 
Table 1 indicates, there were significant differences in the attributions be- 
tween ingroup and outgroup members for both internal attributions. Attri- 
butions of ability were significantly higher for outgroup members than for 
ingroup members. Attributions of effort were also significantly higher for 
outgroup members than for ingroup members. Thus, supervisors were more 
likely to make internal attributions for the ineffective performance of out- 
group members than for the ineffective performance of ingroup members. In 
contrast, the results for external attributions did not turn out as expected. 
There was a nonsignificant difference between the mean ratings of luck for 
ingroup and outgroup members. We did not conduct comparisons for task 
difficulty because the interaction between exchange relationship and critical 
incident was nonsignificant. 


DISCUSSION 


The results of the present study suggest that supervisors make internal 
attributions that are consistent with the perceived status of their subordi- 
nates as ingroup or outgroup members. Internal attributions were signifi- 
cantly higher for ingroup members than for outgroup members when per- 
formance was effective. Internal attributions were significantly higher for 
outgroup members than for ingroup members when performance was inef- 
fective. Supervisors appear to be less consistent in assigning external attri- 
butions to ingroup and outgroup members than they are in making internal 
attributions. None of the mean differences in external attributions were sig- 
nificant. 

These results have two implications for the development of the Green 
and Mitchell (1979) model. First, consistent with previous suggestions 
(Green & Mitchell, 1979), these findings show that the nature of an exchange 
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relationship does indeed influence the formation of attributions by a leader. 
‘Specifically, the exchange relationship is related to the assignment of inter- 
. nal attributions. Thus, in stage 1 of Green and Mitchell’s model, we might 

: now include exchange relationship as well as subordinate performance level 
as a determinant of attributions by supervisors. 

Second, the exchange relationship variable did not substantially con- 
tribute to a better understanding of the formation of external attributions. 
The interaction between exchange relationship and critical incident was 
nonsignificant for task difficulty. Although the interaction was significant 
for luck, the amount of variance accounted for was small (v^ = .02), and the 
results of a posteriori comparisons for luck were nonsignificant. Thus, the 
pattern of results for external causes remained somewhat random, even 
when we considered exchange relationship. These data suggest that type of 
attribution may bound the application of leader-member exchange theory to 
the Green and Mitchell model. 

Three post-hoc explanations may account in part for the lack of signif- 
icant differences in external attributions between ingroup and outgroup 
members. First, one of the external factors, luck, is ambiguous, difficult to 
observe, and perhaps not directly linked to an individual employee's per- 
formance. As a consequence, it may have been difficult for supérvisors to 
rate this item for both ingroup and outgroup members. Second, previous 
research has shown that supervisors tend to make more internal than exter- 
nal attributions for behaviors that produce major rather than minor conse- 
quences (Fiske & Taylor, 1984). In the present study, supervisors were asked 
to think of critical performance incidents. These critical incidents may have 
greater consequences than routine incidents. The consequences associated 
with critical incidents may have led supervisors to give more careful con- 
sideration to internal than to external attributions. In turn, this more careful 
assessment of internal attributions may have produced significant differ- 
ences for internal attributions but not for external attributions. Third, re- 
search indicates that people with a high internal locus of control tend to be 


found more often in managerial positions than in subordinate positions (Va- | 


lecha, 1972). As a result, managers may be more familiar with internal at- : 
tributions than with external attributions. The managers in the present study 
may have been able to differentiate more easily between ingroup and out- 
group members for internal attributes than for external attributes because of 
their familiarity with internal attributions. 

The present results also have implications for future research and prac- 
tice. Clearly, more research is needed to understand the psychological pro- 
cesses whereby supervisors form attributions. The data in the present study 
did not allow for the testing of some explanations—hedonistic closeness, for 
instance—that could be advanced to explain why exchange relationships 
influence attributions. Also, additional research is needed to explain the 
pattern of results for external attributions. The present study raises questions 
about the extent to which leader-member exchange theory contributes to an 
understanding of external attributions. Future research might use cognitive 
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theories (e.g., Feldman, 1981) to explain the pattern of results for external 
attributions. Our findings suggest that at least one external factor, luck, may 
be too ambiguous to allow the making of meaningful distinctions between 
ingroup and outgroup members. 

In terms of practice, these data suggest that leaders assign internal at- 
tributions and subsequent behaviors not only on the basis of subordinate 
performance, but also on the basis of ingroup and outgroup status. To the 
extent that group status does not reflect actual performance, the potential 
exists for leaders to treat high performers unfavorably and low performers 
favorably. The training program for developing leadership skills on the basis 
of the attributional model of leadership developed by Mitchell and col- 
leagues (1981) may be useful for preventing that from happening. 

This study should be viewed in the context of a number of potential 
limitations. First, we defined exchange relationships between supervisors 
and subordinates by a dichotomous measure of ingroup and outgroup mem- 
bership. As a result, it.was not possible to assess the reliability and validity 
of this measure. However, previous research (Duchon et al., 1986; Vecchio & 
Gobdel, 1984) has shown that this dichotomous measure of exchange rela- 
tionships correlates significantly with the more frequently used quality- 
of-exchange measure (e.g., Schiemann & Graen, 1978). We did not use the 
more common measure in the present study because of time and space 
constraints in the administration of the questionnaire. 

Second, attributions were measured with single items. The intercorre- 
lations among the single-item measures of internal and external attributions 
were low, as attribution theory would predict. Unfortunately, these low 
interitem correlations may have been due to the unreliability of single-item 
measures. Although research on attribution has commonly used single-item 
measures, they present problems in testing the reliability and validity of a 
construct. Multiple-item measures of attributions have been developed (e.g., 
Porac, Ferris, & Fedor, 1983), but their measurement properties are also 
somewhat suspect. For example, Porac and colleagues found that internal 
and external attributions were highly intercorrelated, which runs contrary to 
attribution theory. In the present study, it was not possible to develop a new 
multiple-item measure, given the time constraints governing questionnaire 
administration. 

Third, the within-subjects design used in this study creates opportuni- 
ties for response bias, demand effects, and common method variance. Re- 
sponse bias may have occurred because supervisors were asked to recall 
specific performance incidents. However, this bias may not be severe, as 
research on memory suggests that supervisors are more accurate in recalling 
specific incidents than they are given credit for in schematic theories of 
memory (Alba & Hasher, 1983). In order to minimize demand effects, we 
presented the exchange relationship and critical incident manipulations in 
counterbalanced order. Although it would have been desirable to gather data 
from a third party to provide a manipulation check to minimize common 
method variance, it was not possible to do so. If data had been collected from 
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additional sources, the anonymity of the supervisors and employees who 
participated in the study would have been breached. 
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FROM THE EDITOR 
Reporting Research 


Publication of a paper in AMJ is for most authors the culmination of 
several years of hard work. Developing theoretical arguments, formulating 
research designs, and collecting data are time-consuming processes. More- 
over, the rigors of the review process are such that authors are usually asked 
to revise their paper several times and often must reanalyze their data. For 
these reasons, if not others too obvious to mention, the acceptance of a paper 
for publication is cause for celebration. 

Although getting published is a notable accomplishment, it should not 
become an end in itself. We seek publication of our work in hopes of con- 
tributing to knowledge about management. What is the end of a cycle for one 
researcher may be the beginning of a cycle for others. If we study important 
problems and obtain insightful findings, we can shape how people think 
about management and influence the direction of our colleagues’ work. 

Since published research plays such an important role in shaping man- 
agement research and practice, it is critical that it be reported as compre- 
hensively and accurately as possible. Misleading or inaccurate reporting 
detracts from the knowledge base of the field. In addition, it can set our 
colleagues off on false research leads, thus wasting valuable resources and ` 
ultimately producing little in the way of useful knowledge. 

An important goal of the manuscript review process is to help authors 
report their research methods and findings fully and accurately. Readers 
often become impatient when crucial details are omitted, so reviewers are 
encouraged to insist that authors give complete accounts, particularly when 
the methods used are new or innovative. Comprehensive reporting is nec- 
essary not only to fully evaluate a work, but also to help other researchers 
replicate it. 

The importance of reporting research accurately cannot be stressed too 
highly. In thinking back over new submissions to the Journal, however, it is 
disconcerting to note how many papers we receive have inaccuracies and 
errors. The most obvious are miscitations to the literature, inaccurate inter- 
pretations of the work of others, and simple grammatical and spelling errors. 
One likes to think that similar problems do not exist in reporting the actual 
results of data analyses, although this is difficult to know for sure. Unless the 
errors are grievous, inaccurate reporting of research results often can only be 
determined by the author and thus remains virtually undetectable in the 
review process. 

In the course of the many steps involved in publishing a paper, the 
Journal makes every effort to increase the accuracy of what is published. 
Papers are reviewed several times by subject matter experts, extensively 
. copy-edited, and proofread by the editor and production editor. In fact, it is 
no exaggeration to say that the average paper we publish is read fifteen times 
before it appears in print. 
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Even with such an extensive review process, it is still possible for errors 
to find their way into print. Although the Journal staff will continue to make 
every effort to ensure the accuracy of the papers we publish, the ultimate 
responsibility for accuracy rests with the author whose name appears on the 
work. Moreover, it is the reputation of the author that is most likely to suffer 
from careless mistakes and inaccuracies. Simple errors, seemingly inconse- 
quential in themselves, can cast doubt in the minds of readers about the care 
taken in conducting the research, thereby diminishing its broader influence 
on the field. 

One of my colleagues, Alan Meyer, advises doctoral students and young 
faculty members to be compulsive about craftsmanship in preparing papers 
for publication. It is sage advice. Reviewers often find it difficult to take a 
piece of work seriously when it appears the author has not done so. Before 
a paper is ever submitted for publication, it should be checked for accuracy 
and checked again. Having colleagues review a paper prior to submission is 
often an excellent way to detect problems, although it is not always suffi- 
cient. Accuracy is simply too important to rely solely on others. Authors 
have to be committed to, and compulsive about, accuracy in reporting their 
work. 


Simultaneous Submissions 


Almost everyone understands that it is inappropriate to simultaneously 
submit a paper for publication to more than one journal. Judging from sev- 
eral telephone calls I received last fall, however, there appears to be some 
confusion about the simultaneous submission of papers to the annual meet- 
ing of the Academy and to the Journal. Since many readers are now prepar- 
ing papers for submission to the next annual meeting, it may be useful to 
clear up the ambiguity. l 

The source of the confusion for some appears to be a statement appear- 
ing in the Call for Papers for the annual meeting: “Submissions should be 
entirely original and must not be under concurrent consideration or sched- 
uled for presentation elsewhere.” 

The intent of this statement is to prevent the same paper from being 
presented at more than one meeting or from being presented at the meeting 
after it has appeared in a journal. It is not meant to suggest that a paper 
submitted to the meeting cannot be simultaneously submitted to the AMJ for 
publication. The length of the manuscript review process and the publica- 
tion lag for accepted papers suggests there is little likelihood that such a 
paper would appear in AMJ before it is presented at the meeting. 

Although there is nothing wrong with simultaneously submitting the 
same paper to the meeting and to the AMJ, it is not always in the author’s 
best interests to do so. Let me explain why. 

The page limitations associated with submission to the meeting (21 
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pages) are far more strict than those for the Journal (30 pages). It is therefore 
possible to submit a paper to the Journal that more comprehensively devel- 
ops theoretical ideas and reports the research in greater detail. This is one 
reason why the Journal is willing to consider papers that have been invited 
to appear in the Proceedings of the meeting. Because the Journal encourages 
more comprehensive reporting, we expect any paper we publish to be sub- 
stantively different from the one appearing in the Proceedings. 

Another reason for not simultaneously submitting a paper is that au- 
thors often receive valuable feedback on their work from the meeting review 
process and from presenting their ideas to a scholarly audience. Incorporat- 
ing this feedback into the paper prior to journal submission can strengthen 
it considerably and enhance its chances for eventual publication. 

In short, simultaneous submission of the same paper to the meeting and 
to the AMJ does not violate professional norms, at least not that I am aware 
of. However, I caution contributors against doing so. Use every opportunity 
to solicit feedback on your work prior to submission to the Journal. More- 
over, take advantage of the extra pages the Journal allows to more fully report 
your research. This is not to say that papers submitted to the Journal should 
be longer than they need to be. Instead, it reflects the fact that papers sub- 
mitted to the meetings are often required to be shorter than they should be. 

Taking advantage of every opportunity to strengthen your work prior to 
submission to the AMJ will increase its chances for eventual acceptance and 
publication. 
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STRATEGIC CHANGE: THE EFFECTS 
OF FOUNDING AND HISTORY 


WARREN BOEKER 
Columbia University 


The research reported here examined the evolution of strategy over 
time and the conditions under which change in strategy is likely. Find- 
ings show that characteristics of an organization's founding imprint its 
initial strategy by contributing to an internal consensus around a given 
strategic approach. Conditions subsequent to founding also influence 

` the degree to which an initial strategy is perpetuated. The study exam- 
ined perspectives on organizational change and inertia and further de- 
veloped them to explain the role of history and precedence in shaping 
Strategic action. 


The evolution of organizational strategy and the extent to which strategy 
is amenable to change are issues of central interest to strategy theorists 
(Mintzberg & Waters, 1982; Schendel & Hofer, 1979). Despite extensive de- 
bate in the literatures of organizational theory and strategic management 
over the extent to which organizations can be characterized as possessing 
inertial or adaptive tendencies (Hambrick & Finkelstein, 1987; Hannan & 
Freeman, 1984; Singh, House, & Tucker, 1985; Tushman & Romanelli, 1985), 
little empirical work has examined organizational inertia or adaptation 
within the context of strategic change. This study explored the relative use- 
fulness of inertial and adaptive views of organizations by examining the 
evolution of strategy over time and the conditions under which change in 
strategy occurs. 


THEORY DEVELOPMENT AND HYPOTHESES 


Organizational researchers seem to vary rather widely in the extent to 
which they view organizations as adaptive or inertial. Although there has 
been some convergence of the two views in recent years (Hambrick & Finkel- 
stein, 1987; Tushman & Romanelli, 1985), the assumptions underlying each 
perspective are quite distinct (Scott, 1981; Singh et al., 1986). Within the 
field of strategy, two similarly distinct perspectives characterize theory and 


This research was supported by grants ISI-8218013 and SES-8510277, from the National 
Science Foundation, to John Freeman and Michael Hannan. I would like to thank Jerry Good- 
stein for help with both data collection and comments and Ellen Auster, Glenn Carroll, Jim 
Fredrickson, John Freeman, Don Hambrick, Mike Tushman, and three anonymous reviewers for 
their helpful comments on an earlier draft of this article. 
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research on strategic change. Those who argue for the predominance of 
strategic choice emphasize the role that managers play in monitoring envi- 
ronmental changes and modifying organizations’ strategies to match those 
changes better (Andrews, 1971; Child, 1972; Schendel & Hofer, 1979). In its 
most extreme form, a strategic choice perspective suggests that organizations 
change their strategies immediately to reflect changing conditions in their 
environments (Chaffee, 1985). An organization’s managers are viewed as 
assessing external and internal conditions and adjusting the strategy of the 
organization to maintain “satisfactory alignments of environmental oppor- 
tunities and risks, on the one hand, and organizational capabilities and 
resources, on the other” (Miles, 1982: 14). Thus, management of strategy is 
seen as the means through which organizations deal with changes in their 
external environments. 

Other strategy theorists have characterized strategy as relatively inertial 
and ‘have argued that organizations are constrained in their ability to adapt. 
According to this perspective, organizations have a general tendency to pre- 
serve strategy rather than radically change it (Quinn, 1980). Miller and Frie- 
sen (1984) discussed strategic momentum, a tendency toward persistence 
that makes organizations slow in adapting to environmental changes. As 
Starbuck noted: "When an organization adopts one class of strategies, it 
automatically makes the adoption of other strategies difficult or impossible” 
(1 965: 470). For example, Porter (1980) identified mobility barriers in indus- 
triesithat act as deterrents to the unencumbered movement of firms from one 
strategic position to another. Researchers have also noted that strategy in- 
fluences the structure of organizations (Chandler, 1962; Rumelt, 1974), 
which in turn may limit the range of future strategies considered and im- 
plemented (Fredrickson & Iaquinto, 1989). Investment in personnel, capital, 
and other resources required to pursue a particular strategy can be signifi- 
cant, in turn limiting an organization’s ability to change strategy easily (Free- 
man:& Boeker, 1984). Furthermore, over time a given strategy attracts and 
fosters a set of managerial values and philosophies that are wedded to the 
strategy (Guth & Taguri, 1965), limiting the range of future strategic choices 
that are considered. 

To the extent that organizational strategy can be characterized as iner- 
tial, the strategy that an organization first adopts will circumscribe later 
strategic change. If past organizational strategies have bearing on the present, 
the logical place to begin an investigation of the determinants of strategic 
change i is the earliest phase of an organization’s existence, its founding (Ro- 
manelli & Tushman, 1986). Kimberly noted the importance of the founding 
of organizations, observing that “just as for a child, the conditions under 
which an organization is born and the course of its development in infancy 
have|important consequences for its later life" (1979: 438). 

Directing attention to an organization’s founding also highlights the 
importance of history in determining future actions (Hannan & Freeman, 
197 7). Several organizational researchers have noted the importance of his- 
tory. Lawrence (1984) and Zald (1987) argued that an organization’s history 
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is crucial to its future development and that organizations can only be un- 
derstood in light of their early phases and subsequent evolution. Selznick 
(1957) described how early political and social processes largely determine 
organizational strategy and patterns of subsequent activities. Stinchcombe 
(1965) noted that events surrounding the creation of a new organization have 
a long-lasting effect on its future development. Given these potentially pow- 
erful historical effects, an important predictor of an organization’s current 
strategy may be its strategy at founding. 

The apparent contrast between a strategic choice perspective and an 
inertial perspective suggested an examination of the conditions under which 
strategic change can and does occur. This study examined the extent to 
which organizational strategies exhibit patterns of stability or change by 
examining the evolution of strategy among firms in the semiconductor in- 
dustry between the time of their founding and the time of the study. By 
examining organizational foundings and the histories of organizations from 
founding on, I attempted to identify the specific conditions that influence 
changes in strategy. 


Strategic Types 


Recent work in strategy has often examined the construct of business- 
level strategy —how firms compete in a business or industry —through stra- 
tegic typologies (Porter, 1980). Such typologies are especially useful for par- 
simoniously conveying fundamental differences in the strategic approaches 
taken by organizations (Hambrick, 1980). Ansoff and Stewart (1967) first 
introduced a strategic typology specifically created for technology-based in- 
dustries, and Maidique and Patch (1982) extended it. Extensive pretesting of 
strategic typologies in the semiconductor industry, including Porter's 
(1980), Miles and Snow's (1978), and Maidique and Patch's typologies, in- 
dicated that the last had the greatest content validity.’ Maidique and Patch 
defined four broad strategies commonly found in high-technology industries 
in terms that are relevant to a technology-intensive environment. Although 
each of the strategic types they defined was distinct, Maidique and Patch 
noted that firms could compete using more than one strategy simulta- 
neously. The four strategies are as follows: 

(1) The first-mover, or first-to-market, strategy attempts to introduce a 
product to the market before the competition does so. It provides the advan- 
tages of a temporary monopoly in exploiting a new technology during the 
period preceding the adoption of the new technology by competitors. 

(2) The low-cost producer, or cost-minimization, strategy achieves a rel- 
ative cost advantage over competitors through economies of scale in manu- 
facturing and distribution, through process and product-design modifica- 
tions to reduce costs, and through overhead minimization and operating- 
cost control. 


1 See the Methods section for a more detailed discussion of content validity and reliability. 
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(3) The second-mover, or fast-follower, strategy involves quick imitation 
of innovations pioneered by a competitor. The emphasis is generally on 
attracting customers away from the technical innovator. Second-movers. at- 
tempt to learn from the innovator’s mistakes in order to develop an im- 
proved, more reliable product that may include features customers desire, 
and avoid products that have proved to be market failures. 

(4) The niche strategy focuses on serving small pockets of customers 
with special applications of a basic technology. 

‘This study examined the initial strategies that semiconductor manufac- 
turers adopted when they were founded and the conditions under which 
those initial strategies changed. Before discussing specific variables and 
their hypothesized effects on the stability of strategy from founding, a point 
should be clarified. I expected adaptation and change in organizational strat- 
egy to be temporal. Younger organizations are more likely to have retained 
their initial strategies and thus to exhibit less change in strategy than older 
organizations, which will have had more time to deviate from their initial 
strategies. The hypothesized effects of age are discussed explicitly below 
and accounted for in the analysis of the data. The hypotheses assume orga- 
nizations of the same age. 


Development of Hypotheses 


Stinchcombe (1965) noted that pressures for the permanence of organi- 
zational characteristics are the result of two separate sets of influences: (1) 
conditions at the time of an organization's founding, which he called “im- 
printing forces," that strongly define initial characteristics and create inter- 
nal consensus around the initial form of the organization and (2) events 
subsequent to founding—"traditionalizing forces"—that tend to preserve 
: previously adopted organizational characteristics. This study examined 
these two sets of influences for their effects on the permanence of organiza- 
tional strategies adopted at founding. 


Conditions at Founding 


The circumstances of an organization's founding play an important role 
in imprinting the initial form of the organization and limiting later organi- 
zational change (Kimberly, 1975; Stinchcombe, 1965). Previous research 
(Boeker, 1988) has examined the role a firm's environment and founding 
entrépreneur play.in shaping its initial strategy. Organizations set on a 
course at founding from which change may be costly or difficult, suggesting 
that early patterns of organizing may limit the range of future strategic ac- 
tions that firms are likely to consider. 

The extent to which consensus develops around a strategy at founding 
may make the strategy less open to subsequent questioning or redirection by 
organizational participants. The literature on strategic change suggests sev- 
eral factors that can influence the imprinting of an organization’s strategy: 
the extent to which the initial strategy is dominant, the distribution of in- 
E in the organization, and the ownership of the organization. 
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Dominant initial strategy. When an organization adopts a particular 
strategy, a great number of interests simultaneously become vested in that 
way of doing things, and the organization’s strategy can take on the character 
of an independent, autonomous goal (Selznick, 1957). This is especially true 
when an organization adopts a single or dominant strategy, which may re- 
strict the range of future strategies that the organization might consider. By 
focusing on a single strategic approach when it is founded, an organization 
limits the range of issues it must be concerned with. Porter, describing his 
three generic strategies of cost leadership, differentiation, and focus, noted 
that implementing each strategy requires different resources and skills: each 
strategy “implies different organizational arrangements, control procedures, 
and incentive systems" (1980: 40). 

Maidique and Patch (1982) described each of their four strategic types as 
requiring different functional competencies in a technology as well as dif- 
ferent types of resource commitments. For example, firms pursuing a first- 
mover strategy require a high level of competence in the basic technology, 
whereas low-cost producers place much more emphasis on cost-efficient 
production and require a much lower level of resource commitment to the 
basic technology (Maidique & Patch, 1982: 279). 

Because the adoption of a particular strategy requires specific skills as 
well as investment in facilities and personnel that may only be marginally 
useful if a firm adopts a different strategy, firms adopting a single or domi- 
nant strategy may be less likely to change their strategy than firms pursuing 
several strategies simultaneously. For example, a firm pursuing only a first- 
mover strategy when it begins will likely have developed a strong consensus 
regarding the appropriateness of this strategy, will have acquired equipment, 
facilities, and resources uniquely suited for the pursuit of a first-mover strat- 
egy, and will have little knowledge about the competencies and skills re- 
quired to pursue other strategies. Such a firm may be less likely to deviate 
from this strategic approach than one that attempted to pursue several strat- 
egies simultaneously when it began and already possesses competencies in 
several areas. 

Theoretical literature from a wide variety of perspectives supports the 
notion that adoption of a dominant initial strategy will lead to little subse- 
quent change in that strategy. The literature on individual-level commitment 
demonstrates that strong early commitment to a particular course of action 
makes subsequent change more difficult (Rusbult & Farrell, 1983; Salancik, 
1977). As Staw (1981: 580—581) noted, there are general cultural norms 
supporting the notion that good leaders and managers are consistent and 
remain committed to decisions once they have made them. In addition, work 
on the escalation of commitment (Brockner & Rubin, 1985; Staw, 1976) has 
suggested that large initial investments of resources to a particular course of 
action may lower the likelihood of change in that course of action. Organi- 
zation-level research on inertia and institutionalization has contended that 
organizational characteristics and processes that are strongly established 
when a firm begins become institutionalized over time (Hannan & Freeman, 
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1984; Meyer & Scott, 1983). Finally, from an economics perspective, Arrow 
(1974) and Nelson and Winter (1982) discussed how early patterns of activ- 
ity become routinized as repertories in which there is only limited change. 

Hypothesis 1: Organizations that adopt a dominant strat- 

egy at founding will exhibit less subsequent change in 

that strategy than firms not adopting a dominant strategy. 

Distribution of influence. The distribution of power and influence in an 
organization at founding can act as a source of potential support for its initial 
strategy. Miles and Snow (1978) found that chief executives’ perceptions of 
the top three functions vital to their organizations’ competitive success were 
different depending on the strategy pursued by the organizations. Hambrick 
(1981), using the Miles and Snow typology, found support for an association 
between the strategy an organization pursued and the influence of functions 
within the organization. Hitt, Ireland, and Palia (1982) provided similar 
evidence in support of a bivariate relationship between organizational strat- 
egy and the importance of specific functional groups. Finally, Snow and 
Hrebiniak (1980), also using the Miles and Snow typology, measured the 
construct of distinctive competence in terms of organizational strengths in 
particular areas, such as marketing or manufacturing. They empirically dem- 
onstrated that, to be successful, an organization’s strategy must be supported 
by the appropriate distinctive competencies. For example, an efficiency- 
oriented strategy—in Miles and Snow’s terminology, a defender strategy — 
required a functional orientation aligned with efficient exploitation of an 
established set of products and markets. Under such a strategy, the functions 
of manufacturing and production became critical contingencies and ac- 
quired great power. Over time, an organization’s strategy can become further 
reinforced and institutionalized through the influence of powerful func- 
tional groups that are themselves supported by that strategy (Pfeffer, 1981). 

In firms founded with a dominant strategy, the distribution of influence 
in favor of functions that support the dominant strategy can help maintain 
that strategy over time. To the extent that an organization pursues a domi- 
nant strategy and the distribution of functional influence in the organization 
is aligned with that strategy, the initial strategy will exhibit less subsequent 
change than will occur when those conditions do not exist. Thus, an inter- 
action can be posited between the extent to which a firm pursues a dominant 
strategy and the internal distribution of functional influence: compared to 
other! organizations, those in which the initial distribution of functional 
influence supports a dominant initial strategy should exhibit less change in 
strategy since founding. 

Braun and MacDonald (1981) noted that, within the semiconductor in- 
dustry, most firms include three major types of line functions: research and 
development, manufacturing and production, and marketing and sales. 
Maidique and Patch (1982) described the competencies that each of the four 
strategies requires in terms of several of these functions. 

First-movers are expected to place high emphasis on research and de- 
velopment. Organizations that rely heavily on innovativeness and being first 
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to the market with a new product should exhibit a high level of functional 
expertise in research and development. Consequently, a dominant first- 
mover strategy will more likely be perpetuated in organizations with a strong 
research and development function at founding, which will provide a basis 
of continuing support for that strategy. 

Hypothesis 2a: Firms in which a first-mover strategy is 

dominant and in which the research and development 

function has relatively high influence will exhibit less 

change in the first-mover strategy from founding than 

firms in which those conditions are lacking. 

Low-cost producers are likely to emphasize manufacturing and produc- 
tion activities. Organizations that rely heavily on efficiency and low-cost 
production are expected to have a high level of functional expertise in manu- 
facturing and production. In turn, a dominant low-cost strategy is likely to 
gain support and be perpetuated in organizations that begin with a strong 
production or manufacturing function. 

Hypothesis 2b: Firms in which a low-cost strategy is dom- 
inant and in which the manufacturing and production 
function has relatively high influence will exhibit less 
change in the low-cost strategy from founding than firms 
in which those conditions are lacking. 

Managers of firms pursuing a second-mover strategy attempt to create 
imitations (often improved imitations) of products that other organizations 
have introduced. Successful second-movers serve unmet customer needs by 
creating slightly modified imitations of existing products. Second-movers 
will emphasize the functions of marketing and sales, and a second-mover 
strategy is likely to have more support in organizations where the marketing 
and sales functions are relatively strong. 

Hypothesis 2c: Firms in which a second-mover strategy is 
dominant and in which the marketing and sales function 
has relatively high influence will exhibit less change in 
the second-mover strategy from founding than firms in 
which those conditions are lacking. 

The niche strategy also attempts to satisfy specific customer needs that 
are not served by existing organizations. When pursuing a niche strategy, a 
firm actually focuses on a small subset of a market; this strategy is similar to 
Porter’s (1980) focus strategy. Customer and market knowledge is especially 
important, and the dominant competencies required are in marketing, sales, 
and customer service. Organizations with functional strengths in the areas of 
marketing and sales are more likely to maintain a niche strategy. 

Hypothesis 2d: Firms in which a niche strategy is domi- 
nant and in which the marketing and sales function has 
relatively high influence will exhibit less change in the 
niche strategy from founding than firms in which those 
conditions are lacking. 

Management ownership at founding. Useem (1984) noted that if an 
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organization’s managers control ownership at founding, the extent of subse- 
quent deviation from an initial strategy may be less than if owners are not 
managers. Owner-managers are likely to play a highly active role in the 
activities of a company and be very involved in the formulation of its found- 
ing strategy. This personal involvement may make them unwilling to at- 
tempt significant changes in the original strategy. Salancik (1977) noted that 
individuals tend to behave in ways that are consistent with implications of 
their past behavior and that one of the effects of commitment is to make an 
earlier-adopted action open to little change. Thus, owner-managers who 
helped formulate an initial strategy may be less likely to change it than 
managers who are not owners. Conversely, owners who are not managers 
may have little personal interest in maintaining an initial strategy that they 
were!not involved in formulating. 

Economists interested in principal-agent relationships have also inves- 
tigated differences between the expected behaviors of managers who are 
owners and managers who are not owners. Agency theory defines the rela- 
tionship between owners and managers as a contract between agents and 
principals i in which the incentive structures that are explicitly or implicitly 
incorporated in the contract condition the agents' behavior. Theories of 

agency cost further predict that individuals will make operational decisions 

that maximize their own personal utility (Fama & Jensen, 1983). As Jensen 
and Meckling pointed out, the benefits derived by an owner-manager may 
involve “non-pecuniary aspects of entrepreneurial activities" (1976: 312), 
such as the ability to initiate, build, and maintain an organization with a 
strategy that the owner-managers themselves have conceived and defined. 
Thus; founding owners who are also managers may show less willingness to 
deviate from an organization's initial strategy than owners who are not man- 
agers. 

Hypothesis 3: Organizations in which managers have a 

high proportion of firm ownership at founding will ex- 

hibit less change in strategy than organizations with less 

management ownership. 


Conditions Subsequent to Founding 


i 

To this point, the extent to which initial strategy may resist subsequent 
change has been related to founding conditions: A more complete under- 
standing of the process by which firms either retain or change their strategies 
can be gained by considering events subsequent to founding that may also 
influence the extent of organizational change. Stinchcombe (1965) described 
such events as “‘traditionalizing forces.” Three factors that may influence the 
extent to which a firm deviates from an earlier adopted strategy are its 
performance, its age, and the length of its founding entrepreneur’s tenure 
after founding. 

Organizational performance. “If it isn’t Biok; don’t fix it” is a common 
adage that seems to apply to the manner in which many organizations are 
managed. As Oster noted: “As long as profit performance is satisfactory, 
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firms will continue to allocate internal resources using whatever rules of 
thumb they've used in the past" (1982: 377). Mintzberg (1983) noted that 
high-performing organizations are seldom faced with stakeholders who ad- 
vocate fundamental changes in basic operating procedures. Of course, if an 
organization fails to achieve a sustainable level of performance, it may be 
forced into a fundamental reordering of activities (Tushman & Romanelli, 
1985). For example, Chandler (1962) described the manner in which strate- 
gic changes emerged in Standard Oil of New Jersey, E. I. duPont de Nemours 
and Company, and the General Motors Company as a response to poor per- 
formance. 

Firms will retain their founding strategies to a greater extent when their 
performance since founding has been satisfactory, leading to few internal 
and external pressures for change. During performance declines, organiza- 
tional members may be more willing than they were previously to initiate 
and undertake change in the existing strategic direction of their firms. 

Hypothesis 4: Organizations with poor performance since 
founding will exhibit greater change in strategy than or- 
ganizations with high performance since founding. 

Environmental variation and organizational age. Since all the firms in 
this study operated in the same industry and thus were under similar influ- 
ences, it was difficult to make specific a priori predictions concerning which 
environmental changes would lead to changes in strategy for specific firms. 
If environmental variation takes place at the industry level and a group of 
firms are operating within the same industry, the total amount of environ- 
mental change any organization will have experienced since it was founded 
should be associated with the type and number of distinct environmental 
periods the organization has passed through. Carroll suggested that changes 
in organizational characteristics are to a large extent a result of an organiza- 
tion's having encountered a succession of environmental changes, stating: 
"Organizational age will coincide roughly with the amount of environmen- 
tal change experienced by an organization" (1983: 313). Thus, aging may be 
a surrogate measure of an organization's exposure to environmental change. 

To the extent that environmental changes are temporal, the age of a firm 
offers some indication of the amount of environmental variation it may have 
experienced. Older organizations will have had more time and thus will 
have faced more pressure to deviate from a strategy adopted early. 

Hypothesis 5: Younger organizations will exhibit less 
change in strategy since founding than older organiza- 
tions. 

Entrepreneur's tenure. Research on executive tenure (Goodstein & 
Boeker, 1988; Helmich & Brown, 1972) has demonstrated that the occurrence 
of executive succession leads to organizational changes. Grinyer and 
Spender (1979) found that organizations initiated basic changes in strategy 
or structure only after the replacement of senior managers or the departure 
of their founding entrepreneur. Sarason (1972) argued that entrepreneurs 
who stay with a firm after founding for a lengthy period are able to institu- 
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tionalize initial strategic and structural decisions. After examining newspa- 
per organizations, Carroll (1984) empirically demonstrated that the depar- 
ture of a founding entrepreneur increased the probability of firm failure. The 
length of time that the founder remains with a firm can influence the extent 
to which an initial strategic direction becomes a well-defined and accepted 
manner of operating that may resist future change. 

Hypothesis 6: Organizations in which the founding entre- 

preneur has a long tenure after founding will exhibit less 

change in strategy since founding than organizations 

whose founding entrepreneur has a short tenure. 

Figure 1 depicts a model of the effects on the extent of change from an 

organization’s initial strategy to its current strategy of the three conditions at 
founding and three events subsequent to founding studied here. 


METHODS 


The model was tested on 51 semiconductor producers operating in 1984 
in the Santa Clara—San Jose area of California known as Silicon Valley. All 
the organizations were basically single-business firms that were almost ex- 
clusively involved in the semiconductor industry. We initially solicited the 
participation of 56 semiconductor firms, which constituted the entire pop- 
ulation of such businesses that could be identified in the target area." How- 
ever, 5 firms refused to participate. Chi-square tests comparing the small 
number of firms that did not participate with the participating firms indi- 
cated! that the nonparticipants did not differ significantly from the group 
studied in terms of performance, size, age, or ownership. 

One limitation of the data is that all the firms examined were survivors. 
As Freeman (1986) noted, studying only surviving firms can create biases if 
survivors vary from nonsurvivors on critical dimensions being studied. Un- 
fortunately, as a practical matter, it is nearly impossible to obtain accurate 
historical measures of business strategy for semiconductor firms that have 
failed, particularly those that failed some time ago. A study by Dataquest 
(1984) of all Silicon Valley semiconductor organizations started since 1977 
showed that none had failed yet. Although a low failure rate certainly does 
not obviate the problems of survivor bias, it does limit the effect it might 
have on the results obtained, particularly since performance was not a de- 
pendent variable in the present study. 

Data were collected from three sources: (1) personal interviews with top 
managers of the organizations, typically including the president or chief 
executive officer; (2) information collected by and made available through 
three of the four largest market research firms serving the semiconductor 
industry; and (3) information from articles in the electronics and business 
press.: . 





L 


2 Jerry Goodstein conducted interviews at one-half of the semiconductor organizations in 
the study. 
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H 
Measures 


The most important criterion for choosing a typology to measure or 
evaluate business-level strategy is content validity—in this case, how ade- 
quately does a typology describe differences in the ways that firms compete 
in the semiconductor industry? I completed extensive pretests of the content 
validity of the Maidique and Patch (1982) typology and other strategic ty- 
pologies one year before the actual study. The chief executives of five semi- 
conductor firms were asked to judge the extent to which three business 
strategy typologies accurately represented the manner in which firms com- 
peted in their industry. The typologies were from Miles and Snow (1978), 
Porter (1980), and Maidique and Patch (1982). Each chief executive received 
a list of potential strategies from each typology and a short description of 
each specific strategic type. For Miles and Snow’s typology, the strategies 
were prospector, defender, analyzer, and reactor; for Porter, they were cost 
leadership, differentiation, and focus; and for Maidique and Patch, they were 
first-mover, second-mover, low-cost producer, and niche. There was unan- 
imous agreement among the five chief executives that the Maidique and 
Patch typology best described how firms in the semiconductor industry 
compete.? 

In order to increase the external validity of the strategy measure, re- 
sponses from individuals outside each firm were used to evaluate its current 
strategy, and responses from individuals within each firm were used to 
evaluate its initial strategy. 

Current strategy. Following Snow and Hambrick's (1980) and Harri- 
gan’s:(1983) suggestions that outside appraisers should validate measures of 
organizational strategy, I asked independent judges from three of the four 
largest market research firms that monitor the semiconductor industry to 
evaluate the current strategies of the 51 firms studied. The current strategy of 
each firm was measured proportionally on a 100-point scale, which appears 
in the Appendix. Each judge, one from each of the three market research 
firms; allocated points representing the extent to which an organization 
could be characterized as pursuing one of the four Maidique and Patch 
strategies. For example, if a firm currently pursued only a first-mover strat- 
egy, it received a 100 points for first-mover strategy and no points for the 
other|three strategies. A firm that was evenly split between pursuing a first- 
mover and a second-mover strategy received 50 points for each strategy. The 
firms studied had values of zero in one of the four strategy types in approx- 
imately 90 percent of the cases and values of zero in two or more of the four 
strategy types in over 70 percent of the cases. 

The three judges were sufficiently familiar with the semiconductor or- 

| 
3 Using a strategic typology that is more applicable to technologically intensive industries 
has both advantages and disadvantages. Avoiding more abstract strategy categories may en- 


hance the quality and accuracy of the responses. However, the Maidique and Patch typology 
may not be as generalizable as other typologies. 
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ganizations studied that at least two measures of strategy could be obtained 
for each firm. I constructed the measurement of current strategy by averaging 
the scores of all the judges for each firm. Thus, each organization’s current 
strategy score represents the outside judges’ average appraisal of the extent 
to which the firm pursued each of the four strategies. 

Since the responses were from three individuals associated with three 
different outside organizations, informant bias was limited. Because this 
study attempted to evaluate firms pursuing different strategies by using as- 
sessments from several independent sources, the consistency of the re- 
sponses of different judges (interrater reliability) presented an important 
issue in terms of both construct validity and the validity of the measurement 
approach that was taken. Pearson correlation coefficients for interrater reli- 
ability were all greater than .80; those coefficients indicate a high degree of 
agreement among the judges on the strategic approaches of the 51 organiza- 
tions and lend further support to the validity of the Maidique and Patch 
typology. 

Initial strategy. To measure the initial strategy of the semiconductor 
firms, we asked the founding entrepreneurs or members of founding teams 
what they recalled their initial strategy to be. In approximately 75 percent of 
the firms, we were able to interview either the entrepreneur or a member of 
the founding team. In all other cases, we interviewed either the current 
president or a top executive of the firm who knew about the founding. 
Obviously, recall data have inherent limitations, among the most significant 
being hindsight bias (Fischoff, 1975). To increase the salience of founding in 
the informants’ memories, we first asked other questions regarding more 
objective events occurring at that time, such as which products the company 
first produced and shipped. Questions about the organization’s strategy at 
founding followed. All respondents were asked to judge their firms’ initial 
strategies on the same 100-point scale that was used to measure current 
strategy. One firm was dropped from this portion of the analysis because the 
executive interviewed was unable to evaluate the firm’s initial strategy re- 
liably. l 

A second approach for assessing initial strategy involved the collection 
and examination of articles and press accounts written about each organi- 
zation at the time of its founding. As Harrigan (1983) noted, comparisons of 
how various firms within a given industry compete can often be made by 
investigating media and trade journal coverage of the industry. I examined 
articles from the business and electronics press for statements regarding 
what products would be produced and what competitive approach would be 
used—for example, competition on cost, innovation, or custom applica- 
tions. Statements about the competitive approach of individual semiconduc- 
tor firms at the time of their founding were quite common; most semicon- 
ductor firms seem eager to generate publicity and increase their legitimacy at 
founding by making frequent public statements about their competitive ap- 
proach—several had even hired public relations firms. 
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The recall perceptions of initial strategy were compared to press state- 
ments made at the times of founding. These comparisons showed a high 
degree of consistency, suggesting that hindsight bias was low. 

As a final means of validating the initial strategy measure, the market 
research executives who judged each firm’s current strategy were asked to 
judge the initial strategies of firms they were familiar with. At least one 
market researcher rated 48 of the 51 firms, or 94 percent, on initial strategy; 
82 percent of the firms received ratings from two individuals; and 61 percent 
received ratings from all three external judges. I averaged responses from all 
judges for each of the firms and compared them to the average rating of 
initial strategy given by the founding managers. Pearson product-moment 
correlations indicated fairly high correlations between the two ratings (.82 
for first-mover, .57 for second-mover, .74 for low-cost producer, and .68 for 
niche), providing further evidence of the validity of the initial strategy mea- 
sure. ‘However, since the rating of initial strategy was done after each judge 
had rated the firm’s current strategy, the possibility of priming, or response- 
response bias, exists, so this validity check needs to be interpreted with 
caution. 

Dominant initial strategy. A firm was evaluated as having a dominant 
strategy if its rating for initial strategy was at least 50 points out of 100 points 
in any one of the four strategy categories. On this basis, I categorized 38 firms 
in the study as having a dominant strategy. Firms with a dominant strategy 
received 1 in that strategy type and 0 in the three other categories. Firms 
without a dominant strategy received a 0 in all four categories. 

An implication of the dominant strategy hypothesis is that firms that 
attempt several strategies are likely to show a greater range of variation in the 
types! of skills and resources used than those attempting a single strategy. 
The amount of variation in the functional backgrounds of the members of a 
founding group offers some indication of the breadth of skills available to a 
firm. iTo examine variation among firms in the functional dispersion of 
founding members, I compared the functional dispersion of the founding 
groups of firms with a dominant strategy to that of those without dominant 
strategies. Founding group members were grouped by functional responsi- 
bility: into six major categories: research and development, manufacturing 
and production, marketing and sales, finance, general management, and oth- 
ers. Because functional backgrounds are categorical, I used the Gibbs-Martin 
index (Blau & Schwartz, 1984) to assess the functional dispersion of found- 

- ing groups. 

The Gibbs-Martin index of heterogeneity is defined as 1 — X D, where 
p is the proportion of the total group that each category represents. I com- 
puted Gibbs-Martin indexes for the functional dispersion of each organiza- 
tion's founding group, and performed chi-square tests to determine if there 
were differences in the amount of functional dispersion between firms with 
dominant strategies and those without dominant strategies. The results of 
the clii-square tests demonstrated significant differences between firms with 
a dominant strategy (Gibbs-Martin index = .66) and those without a domi- 
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nant strategy (Gibbs-Martin index = .82). This computation provides addi- 
tional evidence that the functional expertise of the founding groups of or- 
ganizations without a dominant initial strategy varies more than the exper- 
tise of the founders of organizations that have a dominant initial strategy. 

Distribution of functional influence. Measurement of the influence of 
specific functions requires some knowledge of the relative level of resources 
devoted to various functional areas (Mintzberg, 1983). One construct for 
determining resource allocation is the level of staffing in various functions 
relative to staffing in other organizations in the same industry (Pfeffer, 1981). 
The functional areas that are regarded as most important within an organi- 
zation are likely to receive a disproportionate share of employees. 

As in many other industries, the founding of a semiconductor firm is 
typically the work of a single individual who then assembles a founding 
group that forms the core of the organization’s initial top management. The 
composition of the founding group offers an indication of the earliest func- 
tional orientation of the firm. Organizations that place great emphasis on a 
given function are likely to begin with a founding group containing a dis- 
proportionate share of people with that particular type of functional expe- 
rience. Differences among semiconductor organizations in the functional 
composition of their founding groups provide a measure of differences in 
each firm’s initial functional emphasis and orientation. For example, a firm 
in which research and development is emphasized may initially have a 
higher proportion of founding group members involved in research and 
development activities than other semiconductor firms. 

The distribution of functional influence at founding was measured as 
the proportion of founding group members, excluding the initial entrepre- 
neur, who were engaged in the areas of (1) research, design, and develop- 
ment; (2) production and manufacturing; and (3) marketing, sales, and cus- 
tomer service. Information on the functional backgrounds of members of the 
founding group of each firm studied was available from two of the semicon- 
ductor market research firms. 

Performance. Since many of the firms studied were privately held, fi- 
nancial performance data, such as information on profitability, are often not 
available. However, because many semiconductor manufacturers are willing 
to operate at a low level of profitability while building market share, sales are 
often a better indicator of performance than profits (Dataquest, 1984). 

Performance for each year an organization had operated was measured 
by comparing the rate of change in sales from year to year to average changes 
in sales levels for the entire group for that year. For each year of operation, 
I categorized firms as poor performers if their rate of increase in sales was 
more than one standard deviation below that of the average rate of sales 
increase for the group as a whole in that year. The number of years of poor 
performance was then summed over the number of years the organization 
had been operating and the sum divided by the number of years of operation. 
The resulting measure is the number of years in which a firm has experi- 
enced poor performance divided by the age of the firm. To eliminate ambi- 
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guity, performance is reversed-coded in the reported results so that higher 
performance scores represent better performance. Two of the firms studied 
did not provide sales data and were eliminated from this portion of the 
analysis. 

Other variables. Organizational age was measured as the number of 
years since a firm was incorporated. Entrepreneur’s tenure was the number 
of years the founding entrepreneur had remained with a firm after its found- 
ing, divided by the age of the firm. Management ownership was the propor- 
tion of firm ownership that members of the founding group initially con- 
trolled. Ownership data were unavailable from two firms. 


Analyses 


The effects of conditions at and after founding on the persistence of 
initial strategies (Figure 1) were tested by examining the effect of each set of 
variables on the degree of change in strategy from founding. As an opera- 
tional measure of the extent to which a strategy had changed from founding, 
I used a difference score, the absolute value of the difference between each 
firm’s measure of initial strategy and current strategy for each of the four 
strategic types. For example, if a given organization’s measure for first-mover 
strategy at founding was 70 points and its measure for current first-mover 
strategy was 50 points, its difference score for first-mover strategy— 
representing the amount of change in that strategy—would be 20. 

The advantages of difference, or gain, scores, particularly when evalu- 
ating panel data, are well documented (Huck & McLean, 1975).* A potential 
limitation to this measure of strategy is the use of a fixed (100-point) scale to 
measure initial and current strategy. A fixed scale results in an ipsative 
measure, since the scale has fewer degrees of freedom than variables. In this 
study, for example, if an organization’s scores for first-mover, second-mover, 
and low-cost strategies are known, the niche strategy score can be deter- 
mined since all four scores total 100 points. However, as Block (1957) and 
Hicks (1970) pointed out, ipsative scales can be used to make intraindividual 
or intrafirm comparisons, such as the present comparisons of the strategy 
pursued by a single organization at two points in time. 

Since each firm studied received measures for both initial and current 
strategy across the four strategic types, I estimated four separate difference 
scores, one each for the first-mover, low-cost producer, second-mover, and 
niche strategies, for each firm. Difference scores for each of the four strategic 
types were regressed against the variables predicted in Hypotheses 1 through 
6 to influence the extent of change in strategy from founding. The functional 
form of the model used to estimate the difference score is as follows: 


|difference between initial and current strategy) = f (dominant 
! initial strategy, functional influence, dominant strategy X func- 


* One potential problem with difference scores is the normality of distribution of the scores. 
Kolomogorov-Smirnof D-statistics indicated that assumptions of normality were not violated. 
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tional influence, management ownership, organizational perfor- 
mance, organizational age, and entrepreneur’s tenure). 


RESULTS 


Table 1 indicates group means and standard deviations and the corre- 
lations among the variables. With age not controlled, correlations between 
initial and current strategies indicate that the two strategy measures are 
fairly closely related, although they represent assessments of strategy at dif- 
ferent points in time and from different sources. 

Table 2 represents results of the tests of Hypotheses 1—6. Hypothesis 1 
predicted that firms that adopt a dominant strategy at founding will main- 
tain this initial strategy over time. The coefficients for the effect of dominant 
initial strategy on strategic change were significant in three of the four equa- 
tions. Compared to organizations with no dominant founding strategy, or- 
ganizations with a dominant low-cost, second-mover, or niche strategy at 
founding exhibited less change in each of these three strategies since found- 
ing, indicating general support for Hypothesis 1. 

Tests of Hypothesis 2 demonstrate that the interaction of functional 
influence at founding with the dominance of an initial strategy is a signifi- 
cant predictor of strategic change in two of the four equations. Findings 
supported both Hypothesis 2a, concerning the effects of research and devel- 
opment influence on the maintenance of a first-mover strategy, and Hypoth- 
esis 2b, on the effect of manufacturing and production influence on the 
maintenance of a low-cost strategy, indicating that firms with both a domi- 
nant initial strategy and patterns of subunit influence that are aligned with 
that strategy show less change in strategic approach than firms lacking that 
configuration. Conversely, Hypothesis 2c, which concerned the effect of 
marketing and sales influence on the maintenance of a second-mover strat- 
egy, and Hypothesis 2d, on the effect of marketing and sales influence on the 
maintenance of a niche strategy, received no support. Main effects for the 
distribution of functional influence alone, although not hypothesized, were 
also tested in each of the four models and are shown in Table 2. Results for 
the main effect of functional influence indicate that functional influence at 
founding was unrelated to the degree of change in organizational strategy. 

Tests of the effect of ownership on the difference between current and 
founding strategy (Hypothesis 3) demonstrate significant effects in two of the 
four equations. In the case of both the first-mover and niche strategies, a high 
level of ownership by founding managers was associated with low change in 
initial strategy, supporting the hypothesis. The ownership of an organization 
did not significantly influence the association between low-cost and second- 
mover initial and current strategies. 

A limitation of the specification of ownership in this model is that only 
ownership at founding was used to predict the retention of founding strat- 
egy. Obviously, not only ownership at founding, but subsequent change in 
ownership, will influence the extent to which change in organizational strat- 
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egy takes place. If owner-managers relinquish their ownership control soon 
after founding, an organization will be open to more influence from outside 
owners. Theoretically, two conditions would seem to be required for own- 
ership to have an influence on the maintenance of a founding strategy: 
founding managers must both own a significant share of an organization at 
founding (Hypothesis 3) and subsequently retain ownership of the firm. 
Thus, the level of current ownership by founding group members is also 
important. 

However, the bivariate correlations of current ownership with strategy 
difference scores (Table 1) showed no effect of current ownership. When the 
models in Table 2 were estimated a second time to include both the main 
effects of initial and current ownership and the interaction of founding and 
current ownership, there were no significant effects for any of the ownership 
variables. Both the number of firms studied and the limited collinearity 
among the three ownership variables (initial ownership, current ownership, 
and the interaction of initial and current ownership) may account for the 
lack of significant effects. Other models using various combinations of the 
ownership variables, singly as well as in pairs, also proved inconclusive. 
Thus, for this study, only initial ownership appears to be a significant an- 
tecedent of subsequent strategic change. 

Firm performance is significant in two of the four equations, providing 
moderate support for the prediction that poor firm performance results in 
greater pressure for deviation from a founding strategy (Hypothesis 4). Or- 
ganizational age (Hypothesis 5) shows consistent and significant effects on 
the extent to which organizations change strategy from founding: in all four 
equations, older organizations demonstrate more change. Although the sig- 
nificant effects of neither performance nor age on strategic permanence are 
counterintuitive, they do highlight the importance of a temporal assessment 
of strategic change and the important role that poor performance plays in 
motivating strategic change. 

Tests of the effect of a firm’s founding entrepreneur’s tenure on the. 
relationship between founding and current strategy were significant only in 
the case of the first-mover strategy, providing minimal support for Hypoth- 
esis 6. Although entrepreneur’s tenure is associated with strategic perma- 
nence for the first-mover strategy, any explanation of causal ordering must 
remain tentative. One explanation, supporting the introductory theoretical 
argument, is that if entrepreneurs leave soon after founding, those remaining 
find it easier to initiate changes in the founding strategy. An alternative view 
is that change in strategy occurs first, and the perhaps disenfranchised en- 
trepreneur then either leaves or is forced out. Without specific event histo- 
ries of the timing of entrepreneurs’ departures and strategic changes, any 
causal argument must remain tentative. 

Finally, although no specific effects were hypothesized, the empirical 
data were also examined for any evidence of a specific direction in strategic 
change. It may be easier for firms adopting a particular initial strategy to 
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move to other specific strategies if an initial strategy is abandoned. For 
example, unsuccessful first-movers may find it easier to attempt a second- 
mover strategy than a low-cost producer strategy, which might require com- 
pletely different resources, facilities, and personnels. Examination of the 
data, however, showed no relationship between a firm's initial strategy and 
a specific decline or increase in any of the four strategies over time. 


DISCUSSION 


The major purpose of this study was to identify conditions under which 
strategic change occurs in organizations. Results indicate that both founding 
conditions and events subsequent to founding play important roles in either 
limiting or encouraging change in strategy. Conditions at founding, includ- 
ing the extent to which an initial strategy is dominant, the distribution of 
functional influence is aligned with the dominant strategy, and a firm is 
owned by its founding managers, help to imprint the initial strategy of a firm 
by building internal consensus around a given strategic approach. The adop- 
tion of a dominant strategy at founding limits the range of future strategic 
change that occurs, possibly as the result of a high level of commitment to 
and investment in facilities, personnel, and other resources uniquely suited 
to that strategy. The effects of the interaction of dominant strategy and func- 
tional influence demonstrate the manner in which the distribution of power 
and influence in an organization at founding can serve as an important 
source of continuing support for the organization's strategy. Organizations in 
which the distribution of functional influence is aligned with the chosen 
strategy at founding tended to retain their founding strategy over time. Fi- 
nally, there was relatively less change in initial strategy when the founding 
owners of an organization were also members of the organization's manage- 
ment, possibly because such individuals were likely to be closely involved 
in the formulation and implementation of the organization's initial strategy 
and thus less willing to change it than managers who had not been founders 
would have been. 

Conditions subsequent to founding, including an organization's perfor- 
mance, its age, and the length of the tenure of its founding entrepreneur, also 
influence the degree to which a founding strategy is perpetuated. Organiza- 
tions with poor performance were more likely to change their initial strategy 
in the case of low-cost producer and second-mover strategies, providing 
some support for the hypothesis that it may be easier for managers to initiate 
changes in an existing strategy when performance is poor, since internal 
resistance to the change is likely to be weak. Given that past research has 
demonstrated that poor performance is significant in motivating strategic 
change (e.g., Chandler, 1962; Mintzberg, 1978), the present results actually 
appear to be rather limited. Organizational age is the only consistent ante- 
cedent of strategic change across all four strategies, supporting the intuitive 
notion that older organizations will have had a greater chance to deviate 
from their initial strategy. Finally, at least in the case of the first-mover 
strategy, entrepreneurs who remain with a company for a greater length of 
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time appear somewhat better able to personally institutionalize the organi- 
zation’s initial strategy, resulting in less subsequent change in strategy than 
occurs in firms whose founding entrepreneurs have a shorter tenure. 

The founding of an organization provides an initial strategic direction, 
setting constraints on the manner in which the firm is operated and partially 
limiting subsequent change in strategy. The present research demonstrates 
empirical support for Stinchcombe’s (1965) and Kimberly’s (1975) earlier 
work examining the critical role of founding. We similarly discovered that 
founding decisions play an important role in imprinting organizational char- 
acteristics that are perpetuated over time. Strategy researchers must recog- 
nize the important role that these constraints place on strategic adaptation, 
given that organizations have at least some tendency toward inertia. 

The findings of this study also have important implications for practic- 
ing managers. Managers of organizations must recognize that they operate 
within constraints, many of which come from the initial establishment of 
structures, routines, and repertories that become institutionalized over time 
(Hambrick & Finkelstein, 1987; Hannan & Freeman, 1984; Nelson & Winter, 
1982). Although history and past practice set important limitations, found- 
ing decisions do not entirely predetermine strategic direction. Change in 
strategy occurred most extensively when there had been relatively less op- 
portunity for consensus to develop around a particular strategic approach. 
For example, greater change in strategy occurs when (1) firms lack a domi- 
nant initial strategy, (2) the influence of functions in an organization is not 
aligned with the initial strategy, (3) outside ownership interests predomi- 
nate, and (4) the founding entrepreneur has remained in control for a greater 
portion of an organization’s lifetime than is the case in other firms. It is 
important for managers to be aware of the implications of power and influ- 
ence in affecting the rate and direction of strategic change. Much past work 
has characterized strategic change as a reaction to changing technological or 
environmental demands. One of the more interesting findings of this study 
is that the extent of strategic change also appears to be an important conse- 
quence of the interests of intraorganizational constituencies. 

A potential limitation specific to this study concerns the use of the 
Maidique and Patch (1982) typology to differentiate and measure the strat- 
egies' adopted by semiconductor firms. The main advantage of the typology 
is that it seems particularly relevant to describing differences in strategic 
approaches in technology-intensive industries. The concomitant disadvan- 
tage is that it may not be as generalizable as other typologies. The single- 
industry data also create inherent limitations in the generalizability of the 
findings. I chose to study only the semiconductor industry because it exhib- 
ited many characteristics that made it attractive for this study: its relatively 
recent history, its rapid rate of environmental change, and the important role 
played by individuals in establishing new organizations. Work in other in- 
dustries on the development of organizations has also pointed to the impor- 
tance of the founding period. Kimberly’s works on rehabilitation organiza- 
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tions (1975) and the creation of a new medical school (1979) and Clark's 
(1972) work on the histories of several colleges demonstrate the important 
role played by founding in shaping the initial direction of organizations. 


Future Research 


As Fredrickson and Iaquinto (1989) noted, researchers have undertaken 
few longitudinal studies of strategy and have typically used qualitative 
methods for such work (Mintzberg, 1978; Mintzberg & Waters, 1982; Quinn, 
1980). Although this study examined the evolution of strategy from founding 
as well as identifying several factors that may perpetuate given strategies, 
much more detailed longitudinal research is needed. For example, specific 
information on the timing of changes in environmental characteristics like 
uncertainty and munificence and concomitant changes in strategy would be 
useful. One limitation to this study is that it is difficult to make precise 
cause-and-effect arguments since organizational strategy was examined at 
only two points in time. Additionally, measures of functional influence 
other than staffing would offer more rigorous assessment of the role of power 
in influencing organizational change. 

Past research on strategic change has invoked theoretical arguments that 
assume dynamic processes but has typically employed empirical models 
that assume static equilibrium. Knowledge about the specific timing of 
events predicted to encourage strategic change as well as the timing of stra- 
tegic changes themselves would aid development of a more.complete un- 
derstanding of the underlying temporal process. Future research needs to 
develop more complete event histories of industries and organizations in 
order to test dynamic models of industry evolution and strategic change 
processes. 

Two alternative perspectives, strategic choice and inertia, characterize 
much of the recent literature on strategic change. As Child and Kieser (1981) 
noted, the interesting question in that debate is not who is right but, rather, 
under what conditions is one view a better description of the observable 
reality than the other. In attempting to address that issue directly, this study 
demonstrated that both founding conditions and events subsequent to 
founding play important roles in limiting or encouraging strategic change. 
Further empirical work examining the process of strategic change within a 
historical framework offers a better understanding of strategic change and 
the circumstances under which either inertia or adaptation is likely. 
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APPENDIX 


The scale used to assess current strategy was the following: The following four descriptions 
of strategy are often used to characterize different ways in which firms compete in technology- 
intense industries. To what degree do each of the following four descriptions fit your organi- 
zation at the time it was founded? Show their relative importance by allocating shares of 10096 
of your effort. 


A. Aim to get the product to the market before the competition. We are the first 
to introduce new products or major innovations. 

B. Attempt to quickly create improved imitations of innovations that are plo- 
neered by competitors. 








1989 Boeker 515 


C. Try to achieve a relative cost advantage over our compatitors, thereby permit- 
ting us to offer our products at a lower price. 

D. Rather than attempting to serve the entire market, focus on serving small 

100% pockets of demand with special applications of the basic technology. 
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INERTIA AND CREEPING RATIONALITY 
IN STRATEGIC DECISION PROCESSES 


JAMES W. FREDRICKSON 
ANTHONY L. IAQUINTO 
Columbia University 


In two earlier studies, comprehensiveness, a characteristic of rational 
Strategic decision-making processes, exhibited a positive relationship 
with organizational performance in a stable environment and a nega- 
tive relationship with performance in an unstable environment. This 
research, a longitudinal extension of those studies, indicated that com- 
prehensiveness exhibited considerable inertia, with only modest 


changes occurring since the original studies. Nevertheless, changes in 
organizational size and executive-team tenure, and the level of team 
continuity, were associated with changes in comprehensiveness; evo- 
lutionary increases in those variables were linked to a phenomenon we 
termed creeping rationality. In addition, the relationships that had 
been established between comprehensiveness and performance held for 
the years after the original studies. And exploratory analysis revealed 
significant across-industry differences in comprehensiveness. 


Longitudinal research on strategic decision processes has typically been 
qualitative (e.g., Bourgeois & Eisenhardt, 1986; Mintzberg, 1978; Mintzberg 
& McHugh, 1985; Quinn, 1980), and the quantitative work that exists on the 
topic has relied on cross-sectional data (e.g., Bourgeois, 1985; Fredrickson, 
1984; Miller, 1987). As a result, there are few statistically validated conclu- 
sions regarding the character and consequences of such processes over time. 
Fredrickson (1984) reported a positive relationship between the comprehen- 
siveness of strategic decision processes and performance for firms in an 
industry with a stable environment, and Fredrickson and Mitchell (1984) 
reported a negative relationship between those variables in an unstable en- 
vironment. Firms whose decision processes do not fit their environment 
presumably face the task of adapting them. However, untested theoretical 
arguments (Miller & Friesen, 1980a; Mintzberg, 1978; Starbuck, 1983; Tush- 
man & Romanelli, 1985) have suggested that strategic decision processes are 
likely to exhibit considerable inertia, resisting all but modest change. 

This article reports the results of a longitudinal extension of two earlier 
studies (Fredrickson, 1984; Fredrickson & Mitchell, 1984) on the compre- 
hensiveness of strategic decision processes. The primary purposes were to 
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determine (1) the extent to which levels of comprehensiveness had changed 
in the years since the original studies and (2) whether changes in selected 
characteristics of the organizations and executive teams studied were related 
to changes in comprehensiveness. A secondary purpose was to determine 
whether the previously established positive or negative relationships be- 
tween comprehensiveness and performance held for the years since the orig- 
inal work. The study also provided an opportunity to explore potential dif- 
ferences in comprehensiveness across the two industries of interest. 


THEORY DEVELOPMENT 
Comprehensiveness 


Researchers have offered numerous models of the strategy formulation 
process over the years, but two types remain most common. The dominant 
synoptic type is based on a rational model of decision making, and the 
incremental alternative purports to provide a more accurate characterization 
of how organizations actually make strategic decisions. An earlier article 
(Fredrickson, 1983) compared these two approaches, drawing on the work of 
Mintzberg (1973) and Lindblom (1959) in suggesting that the approaches 
differ on several major characteristics. The chief differences concern how 
comprehensive organizations are in making individual strategic decisions 
and how comprehensive they are in integrating those decisions into an over- 
all strategy. Comprehensiveness was subsequently defined as “the extent to 
which an organization attempts to be exhaustive or inclusive in making and 
integrating strategic decisions” (Fredrickson, 1984: 447). Strategic decisions 
are those decisions that commit significant resources or set important prec- 
edents (Mintzberg, 1978; Narayanan & Fahey, 1982). 

In spite of the prominent position of synoptic processes in the strategic 
management literature, authors in several fields have questioned their real- 
ity and advisability. For example, authors have frequently cited individual’s 
cognitive limitations (Cyert & March, 1963; March & Simon, 1958) and the 
costs of information gathering (Braybrooke & Lindblom, 1970) as arguments 
against using comprehensive processes to make decisions. In addition, 
Quinn (1980) expressed numerous concerns about managers’ ability to com- 
prehensively integrate multiple decisions into a consistent whole. As dis- 
cussed below, a more subtle view suggests that the appropriateness of com- 
prehensive decision processes depends on the setting. 

Several contributors to the strategy formulation literature have sug- 
gested that synoptic processes, which are based on a rational model, are 
appropriate for firms in stable environments (Anderson & Paine, 1975; 
Mintzberg, 1973; Nutt, 1976); they have also suggested that firms should use 
incremental processes when their environment is unstable. Since compre- 
hensiveness is a major feature of synoptic models, this view implies that a 
comprehensive decision process will result in superior performance in a 
stable environment. In contrast, a noncomprehensive process, with its speed 
and flexibility, would be expected to have a similar effect in an unstable 
environment. Both assertions have received empirical support (Fredrickson, 
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1984; Fredrickson & Mitchell, 1984), but that support must be considered 
tentative because the research designs that generated it were static. Since 
this study tried to replicate those findings with longitudinal data, the first 
hypothesis is the same as one presented in the earlier studies: 

Hypothesis 1: There will be a positive relationship be- 

tween comprehensiveness and performance in a stable 

environment and a negative relationship between them in 

an unstable environment. 

The above discussion links the comprehensiveness of strategic decision 
processes with organizational performance, so it also implies that changes in 
comprehensiveness may have important consequences. Therefore, it is crit- 
ical to determine the extent to which levels of comprehensiveness change 
over time and to identify variables that are likely to produce increases or 
decreases in comprehensiveness. Those two issues were the primary focus of 
the present study. 


Strategic Process Inertia 


There is no need to change a firm’s strategic decision-making process if 
it is appropriate for the firm’s environment, if the firm is. performing well, 
and if the environment does not change. However, problems arise if a stra- 
tegic decision process is too comprehensive or noncomprehensive, and ill- 
advised actions result. Therefore, if we extend the adaptation view of stra- 
tegic management (Chakravarthy, 1982; Hofer & Schendel, 1978; Miles & 
Snow, 1978) to strategic decision processes, top management’s task becomes 
clear. For a highly comprehensive firm in an unstable environment, the 
appropriate adaptation would be for management to make the decision pro- 
cess less comprehensive. In contrast, just the opposite modification would 
be called for if a firm were noncomprehensive in a stable environment. 

In spite of the apparent wisdom in adapting an organization’s strategic 
process to make it more or less comprehensive, theoretical arguments have 
suggested that major changes are unlikely, or are very slow in coming (Miller 
& Friesen, 1980a,b; Mintzberg, 1978; Quinn, 1980; Starbuck, 1983; Stein- 
bruner, 1974; Tushman & Romanelli, 1985; Yasai-Ardekani, 1986). The ex- 
istence of a widely described feature of strategic decision making, which has 
been variously referred to as inertia, momentum, or simply habit, argues 
against all but relatively modest and incremental organizational change. For 
example, Mintzberg characterized strategy formation as the interplay of ‘‘an 
operating system, or bureaucracy, that above all seeks to stabilize its actions, 
despite the character of the environment it serves” (1978: 941). In a similar 
argument, Tushman and Romanelli suggested that over time, strategic pro- 
cesses "become routinized, commitment to established practices increases 
as groups become more rigid in their behavior patterns and decrease both the 
volume and diversity of information processed” (1985: 192). Finally, $tar- 
buck argued that such decision making is nonadaptive because "behaviors 
get programmed through spontaneous habits, professional norms, education, 
training, precedents, traditions, and rituals as well as through formalized 
procedures” (1983: 93). 
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The preceding arguments suggest that a variety of forces combine to 
perpetuate the character of a firm’s strategic decision process. Therefore, 
although that process may be inappropriate given the firm’s environment, 
and in need of a major change, the way the firm makes and integrates stra- 
tegic decisions is likely to be very similar year after year. This is not to say 
that strategic processes do not change; even strong proponents of an inertial 
view of organizations (e.g., Hannan & Freeman, 1984) have suggested that 
they do. However, most changes are expected to be modest, even over peri- 
ods of several years (Mintzberg & Waters, 1982; Quinn, 1980). Couched in 
terms of comprehensiveness, the second hypothesis tests an inertial view of 
strategic decision processes: 

Hypothesis 2: A firm’s comprehensiveness at a given 
point in time will be highly and positively related to its 
comprehensiveness several years later, and will exhibit 
only modest change. 


Sources of Change in Comprehensiveness 


Even when researchers have described changes in strategic decision 
processes as modest (Miller & Friesen, 1980a; Mintzberg, 1973; Quinn, 1980), 
they have often attributed such changes to changes in other variables. 
Among those most frequently discussed are changes in a firm’s perceived 
environment (Miller & Friesen, 1980a; Paine & Anderson, 1977; Staw, San- 
delands, & Dutton, 1981); in its organizational structure (Fredrickson, 1986a; 
Miller, 1987; Pitts, 1980) and size (Lorange & Vancil, 1976; Mintzberg, 1973); 
and in its top management team (Starbuck, 1983; Tushman & Romanelli, 
1985). However, because of potential validity problems with perceptual 
measures of change (Weick, 1979), we decided to use only variables for 
which we could develop objective change measures. Moreover, since the 
present study built directly on earlier work (Fredrickson, 1984; Fredrickson 
& Mitchell, 1984), we were limited to variables that had been measured 
there. As discussed below, the literature suggested that changes in three 
such variables—organizational size, executive-team (intrafirm) tenure, and 
executive-team membership (i.e., the level of continuity)—are likely to pro- 
duce changes in comprehensiveness. 

Before additional hypotheses are presented, it seems appropriate to dis- 
cuss our reasons for focusing on the relationship between changes in these 
variables and comprehensiveness. Those reasons are theoretical and analyt- 
ical. From a theoretical perspective, focusing on changes in both variables 
studied, as opposed to only the dependent variable, allows relationships to 
be specified in truly dynamic terms. For example, in considering organiza- 
tional size and change in comprehensiveness, to us the most important ques- 
tion was not simply “Is there a relationship?" but rather, “As organizations 
get larger or smaller, what happens to comprehensiveness?" Such a question 
can only be answered by testing the relationship between changes in both 
variables. The analytical reason for focusing on changes in both variables 
was that it provided a more rigorous test and allowed us to draw the strong- 
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est conclusion, short of causality. Specifically, Granger and Newbolt (1974: 
118) argued that because such an approach considers ''first differences," it 
protects against spurious results from problematic error terms. Therefore, 
the hypotheses that follow specify the relationship between change in the 
three variables we have noted and change in comprehensiveness. Organiza- 
tional size is discussed first. 

Researchers have long argued that a firm's size affects its strategic de- 
cision-making process (Lorange & Vancil, 1976; Mintzberg, 1973). With re- 
gard to comprehensiveness, size appears likely to have an impact for two 
reasons. First, because a comprehensive process involves such activities as 
searching widely for information, conducting extensive analyses, and using 
a formal planning process, it is expensive. In contrast, a noncomprehensive 
process only needs a decision maker. This difference is readily apparent in 
Mintzberg’s comparison of entrepreneurial and planning. modes of strategy 
making, wherein he argued that firms using the latter "must be large enough 
to afford the costs" (1973: 50). In addition, as organizations grow, they tend 
to create increasingly differentiated and specialized subunits like planning 
staffs, as well as sophisticated information systems and formal controls 
(Tushman & Romanelli, 1985). Mintzberg (1978) suggested that the presence 
of such features encourages increasingly rational decision making. There- 
fore, the increased resources and other changes that typically accompany 
growth suggest our third hypothesis, 

Hypothesis 3: There will be a positive relationship be- 
tween change in organizational size and change in com- 
prehensiveness. 

The longer individuals are in a firm, the more socialized into its partic- 
ular way of doing things they become (Thompson, 1967). Thus, executives' 
intrafirm tenure may affect the strategic decision process. For example, em- 
ployees do not have to be at high levels to start getting inculcated in a firm's 
way of making decisions (Tushman & Romanelli, 1985; Van Maanen, 1976). 
And as they rise to such levels, their understandings become progressively 
more refined and more similar (Keisler & Sproul, 1982; Pfeffer & Salancik, 
1978; Wagner, Pfeffer, & O'Reilly, 1984). This shared understanding of their 
firm's typical decision process can, in turn, lead executive-team members to 
rely on established decision-making policies and procedures (Staw et al., 
1981), particularly those that have been successful (Cyert & March, 1963). 
Tushman and Romanelli argued that the longer executive team members 
have been in their firm, the more likely it is that "habit becomes a substitute 
for thought" (1985: 193) in strategic decision making. Since comprehensive- 
ness is the extent to which strategic decision processes are exhaustive or 
inclusive, anything— including habit or expectations that limits informa- 
tion search, the breadth of alternatives considered, and so on, should make 
a process less comprehensive. Hence, the socializing effects of tenure sug- 
gest our fourth hypothesis, 

Hypothesis 4: There will be a negative relationship be- 
tween change in executive-team members' intrafirm ten- 
ure and change in comprehensiveness. 


1989 Fredrickson and Iaquinto 521 


The final hypothesis, on executive-team continuity, is based on a simple 
reality: a top management team is a group. Literature on groups suggests that 
those with stable, continuous membership become isolated from critical 
information sources. For example, as group continuity increases, communi- 
cation patterns get routinized (Wagner et al., 1984), environmental percep- 
tions become idiosyncratic (Meyer, 1978), and group members grow less 
responsive to information that challenges an existing decision process or its 
outcomes (Janis, 1972; Katz, 1982; Tushman & Romanelli, 1985). In addition, 
increased continuity leads to increased role definition among group mem- 
bers, which decreases interaction (Wagner et al., 1984). If these arguments 
are applied to the strategic decision-making behavior of executive teams, it 
appears that high levels of continuity should produce an increasingly non- 
comprehensive decision process. Therefore, it is not surprising that authors 
have argued that major changes in organizational direction require equally 
large changes in decision-making patterns (Roberts & O'Reilly, 1978; Wagner 
et al., 1984), which are most likely to occur when an entire executive team 
is replaced (Starbuck, 1983; Tushman & Romanelli, 1985). Thus, our final 
hypothesis, 

Hypothesis 5: There will be a negative relationship be- 
tween level of executive-team continuity and change in 
comprehensiveness. 


METHODS 
Overview 


Questionnaire instruments used in two earlier studies (Fredrickson, 
1984; Fredrickson & Mitchell, 1984) were readministered in 1986 in 45 firms 
in two industries. The environment of the paint and coatings industry, 
which was originally studied in 1982, had been identified as very stable. The 
other study, conducted in 1980, was in the forest products industry, which 
was considered to have an unstable environment. We also updated measures 
of environmental stability and data on firms’ performance for the four or six 
years since the earlier studies. 

Several executives in each firm read a decision scenario that described 
a firm in their industry faced with a major problem. They then responded to 
a series of questionnaire items designed to describe the process their firm 
would use if it faced the scenario situation; questions were designed to 
measure the comprehensiveness construct. We then aggregated responses 
within firms and used correlational analyses to test the relationship between 
the level of comprehensiveness found in the present study and that mea- 
sured four or six years earlier. The correlational analyses also provided a 
general test of the hypothesized relationships between changes in organiza- 
tional size and executive team tenure, level of team continuity, and change 
in comprehensiveness; a more rigorous test was conducted using multiple 
regression. We also used correlational analyses to test the relationship be- 
tween comprehensiveness and performance during the subsequent four or 
six years. Finally, potential differences in comprehensiveness across indus- 
tries were explored with multivariate analysis of variance. 
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Of the 65 firms that participated in the earlier studies, 38 were in the 
paint and coatings industry (Standard Industrial Classification [SIC] 2851) 
and 27 were in forest products (SIC 2421). Those industries were originally 
chosen because Dess and Beard (1984), using multiple objective measures, 
had determined that their environments were highly stable (paint and coat- 
ings) or unstable {forest products). 

The original firms were identified through a review of Dun and Brad- 
street’s Million Dollar Directory (1979, 1981) and Middle Market Directory 
(1979). Of the 38 paint and coatings firms, 34 were still operating as inde- 
pendent entities in the spring of 1986; the remaining 4 had been merged into 
larger firms. Of the independent firms, 28 (82 percent) agreed to have exec- 
utives read the scenario and respond to the questions to characterize their 
firm’s strategic decision process. The firms ranged in size from 20 to 18,000 
employees (X = 2,472, med. = 110, s.d. = 7,822) and were headquartered in 
Illinois, Indiana, Maryland, Ohio, Pennsylvania, northern Kentucky, and 
western New York. In the forest products industry, 20 of the original 27 firms 
were still operating independently six years later, and 17 (85 percent) agreed 
to have their executives participate. They ranged in size from 20 to 38,000 
employees (x = 5,783, med. = 210, s.d. = 11,986) and were headquartered 
in Oregon, Washington, and northern California. Of the 7 forest products 
firms no longer operating in their earlier form, 2 had merged into larger 
firms, 3 had been liquidated, and 2 had gotten out of manufacturing. 

The 45 firms in the present study appeared to be representative of the 
original 65. For example, a comparison of the firms that participated in the 
follow-up study with those that did not indicated no significant differences 
in numbers of employees in either the paint and coatings industry (t = —.67, 
p = .52) or the forest products industry (t = 1.24, p = .23). Similarly, a 
comparison of the overall measures of comprehensiveness obtained in the 
original studies indicated no differences in paint and coatings (t = —.61, 
p = .56) or forest products (t = —.78, p = .44). Regarding performance, the 
paint and coatings firms in the present study had higher (at the .10 level) 
average after-tax returns on assets (t — 1.86, p « .10) for the five years 
covered in the original study than for the years covered in the present study. 
In contrast, the forest products firms did not differ significantly on perfor- 
mance (t — 1.21, p — .24). Therefore, despite a modest performance differ- 
ence between the present and previous data sets in paint and coatings, the 
follow-up group did not appear to be critically biased. 

Interviews were conducted with the CEO of each firm, who was pre- 
sented with a list of major decisions, such as whether to add a product line 
or build a new plant, and asked to identify the managers normally involved 
in making such decisions. Thus, CEOs provided their personal views of who 
comprised the top management team at their firm. This process resulted in 
110 paint and coatings executives being chosen to participate; of that num- 
ber, 103 (94 percent, an average 3.67 respondents per firm) read the scenario 
and answered the questions on how comprehensive their firm would be if it 
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faced the scenario situation. Respondents had worked in their firms an av- 
erage of 21 years (s.d. = 11.56), and 76 percent had participated in the 
original study four years earlier. In the forest products firms, 60 executives 
were chosen and 56 (93 percent, 3.29 per firm) responded. These partici- 
pants averaged 16 years (s.d. = 10.14) in their firms, and 50 percent had 
participated in the study six years earlier. 


Scenarios and Comprehensiveness Questions 


The body of the scenarios, and the questions used to assess the com- 
prehensiveness construct in the present study, were the same as those used 
in the earlier studies. In both industries, the scenario described how the 
management of a hypothetical firm decided whether to build new, state- 
of-the-art production facilities. But in paint and coatings, a 16 percent drop 
in the firm’s sales in 11 months was said to motivate the decision, while in 
forest products the scenario firm was motivated by its lack of success in 
obtaining timber from any source for two years. 

The same instruments were used again to ensure that longitudinal com- 
parisons of firms’ strategic decision processes were valid. If different sce- 
narios had been used, any changes in comprehensiveness might be due to 
their inherent differences, and could simply be an artifact of the instru- 
ments. Moreover, since four or six years separated the administration of the 
instruments, we considered a test-retest effect, whereby an earlier response 
would bias a later one, unlikely to occur. As reported in the Results section, 
validity checks and other data indicated that such bias was indeed not a 
problem. 

Following the scenario were 43 Likert-type questions, 24 single- 
response and 19 multiitem, designed to assess the comprehensiveness of the 
firms’ strategic decision processes. The questions were divided into four 
distinctly headed sections that were used to describe how comprehensive a 
firm was in (1) diagnosing the problem, (2) generating alternatives, (3) eval- 
uating alternatives, and (4) integrating the decision into any overall strategy 
that might exist. Seven questions were common to each step of this theoret- 
ical decision process; 4 questions were unique to the situation diagnosis, 
alternative generation, and alternative evaluation steps, respectively; and 3 
appeared only in the decision integration step. The Appendix describes the 
questions more completely and discusses additional validity checks of the 
comprehensiveness construct and the method’s underlying assumptions; the 
earlier studies (Fredrickson, 1984; Fredrickson & Mitchell, 1984) also dis- 
cuss the latter and the development of the questions in detail. We report 
results of the primary validity checks in the next section and have discussed 
the strengths and limitations of the research approach, including steps taken 
to overcome such potential problems as demand characteristics, elsewhere 
(Fredrickson, 1986b; Fredrickson & Mitchell, 1984).' 


1 Instruments are available from the first author. 
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Calculation of Measures 


Measures of comprehensiveness, change in comprehensiveness, change 
in organizational size and executive team tenure, and executive team con- 
tinuity were calculated for each firm. We also updated performance mea- 
sures and indicators of environmental stability for the years since the orig- 
inal studies. 

Comprehensiveness. An overall measure of comprehensiveness was de- 
veloped for each firm by (1) calculating the mean response of a firm's par- 
ticipants to each of the 43 questions, (2) taking the mean of the 10 or 11 
questions specific to a particular step of the decision process to determine a 
firm-level score for each of the four steps, and (3) deriving the overall score 
as the mean of the four steps. Several tests reported in the Results section 
support these aggregations. As also reported there, scores for the four steps 
are highly correlated (average a = .94) and exhibit considerable convergent 
validity but little discriminant validity. Therefore, we used only the overall 
measure of comprehensiveness to test the hypotheses. 

Change in comprehensiveness. This measure was calculated by sub- 
tracting the overall score obtained years earlier from that obtained in the 
present study. Therefore, a positive change score indicates that a firm be- 
came more comprehensive and a negative score that it became less so.” 


? The problems sometimes associated with change scores used in psychological measure- 
ment, such as instrument ceiling effects and selection-maturation interaction, were not an issue 
for the change measures used in the present study. The measures of change in size and in 
executive-team tenure, and of team continuity, capture tangible phenomena that can be objec- 
tively counted and converted to scales not subject to such problems. Moreover, the correlational 
and regression analyses used here accommodate differences in units. ` 

With regard to the change-in-comprehensiveness scores, several points should be empha- 
sized. We calculated these scores by subtracting the overall result obtained in the pertinent 
earlier study from that obtained in the present study. Those two measures of comprehensive- 
ness were themselves developed by aggregating the responses of multiple respondents in each 
firm who described their firm’s strategic decision process using 43 items. Aggregation tests in 
both industries indicated a reasonably high level of agreement among respondents in describing 
their firm’s process (average r = .65), as they did in the earlier studies. This process provided 
a validity check of comprehensiveness and of change in comprehensiveness. Having the stra- 
tegic decision process described by multiple respondents several years apart and achieving the 
reported levels of agreement both times indicate that this change score is derived from two 
measures with considerable interater reliability. In addition, multiple items, themselves subject 
to a variety of highly supportive validity tests (average a = .95) produced each of the overall 
measures. We also included a check that asked respondents to indicate the extent to which their 
firm’s strategic process had become more or less comprehensive. The relationship between 
firms’ change-in-comprehensiveness scores and this check was indeed significant (see Results). 

Plots of the change-in-comprehensiveness scores (see Results) exhibit an even distribution 
of increases and decreases. Moreover, the aggregated comprehensiveness scores (Table 2) indi- 
cate that these changes were evenly distributed around means that did not themselves exhibit 
an apparent bias. Similarly, the mean response for the above check was 4.74, on a 7-point scale 
on which 4.0 indicated "no change.” In combination, these data provide no evidence of the 
problems, such as ceiling affects, most likely to be of concern with such a change score. 
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Change in size. Most size measures tend to be correlated (Pugh, Hick- 
son, Hinings, & Turner, 1969), as they were in the present study. For exam- 
ple, the correlation between number of employees and volume of sales was 
.85 or higher in each industry. Therefore, the number of full-time employees, 
a common indicator of size used in the earlier studies, provided the basis for 
the change measure. We measured change in size as the percentage increase 
or decrease in the number of full-time employees from the original to the 
present study. 

Change in executive-team intrafirm tenure. Length of service is the 
common definition of tenure (Pfeffer, 1983), and tenure has been used as a 
measure of intrafirm socialization (Ouchi & Johnson, 1978), Since respon- 
dents in both the earlier studies and the present one specified the number of 
years they had worked in their firms, we computed change in intrafirm 
tenure by subtracting the average number of years executive-team members 
reported in the earlier study from the average number of years reported in the 
present study. A positive difference indicates an increase in the mean tenure 
of a firm’s executive team; a negative difference signifies a decrease. 

Executive-team continuity. Each firm’s list of participants represented 
the CEO's characterization of the top management team at a particular time, 
so we used changes in that list as an indicator of executive-team continuity. 
Specifically, the measure of continuity was the proportion of a firm's exec- 
utives whom the CEO identified in the present study who had also been 
identified in the first. The higher the proportion, the more continuity in an 
executive team. 

Performance. A measure of economic performance used in the earlier 
studies—average after-tax return on assets adjusted for extraordinary 
items— was again used, this time for the four or six years since those studies. 
The periods of interest were therefore 1982—85 for paint and coatings and 
1980—85 for forest products. 

Validity checks. Results from a series of aggregation tests reported in the 
next section provided the primary validity checks of comprehensiveness 
and change in comprehensiveness; still others appear in the Appendix. 
However, we also used two additional checks. After respondents had an- 
swered all 43 questionnaire items and the four checks discussed in the 
Appendix (which also served to define comprehensiveness), we asked them 
to think about how important decisions were made in their firm several years 
earlier and to answer the question “How, if at all, has it changed?" The 
7-point response scale for this item ranged from “much more comprehensive 
now” to “much less comprehensive now” and included an intermediate 
value for “no change." The degree of change characterized here could then 
be compared to that calculated from the scenario-based questions in the 
earlier and present studies to provide still another indication of whether we 
were, in fact, measuring change. 

In both industries, we also used a scenario-related question to determine 
whether the situation portrayed was still considered strategic. Respondents 
were asked how important the scenario decision would be for their firm and 
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given an anchored scale ranging from “very important" (7) to “not important 
at all" (1). l l 

Environmental stability. This research attempted to assess strategic de- 
cision processes over time in different environments. Therefore, it was valu- 
able to enter the hypothesis-testing phase with a general understanding of 
the extent to which those environments had changed since the original stud- 
ies. Dess and Beard (1984) previously determined that the environment of 
the paint and coatings industry was highly stable in the decade ending in 
1979 and that the forest products industry’s environment was unstable. As 
the four graphs composing Figure 1 show, a comparison of the four items 
that loaded most heavily on the stability dimension in Dess and Beard’s 
work— industry sales, cost-price margin, value-added, and employment— 
indicates that sharp contrasts continued between the two industries in the 
interim years. In forest products, each item exhibited continued volatility: 
dramatic declines and subsequent increases as the industry struggled 
through an extremely difficult period. In contrast, for paint and coatings all 
but one of the same items showed modest but consistently linear increases; 
employment, the exception, showed a decrease and recent increase during 
the four years since the original study. Therefore, it appeared that the two 


FIGURE 1 
Changes in Indicators of Environmental 
Stability, 1970-85 
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environments continued their previously established patterns of stability 
and instability. 


RESULTS 
Validity Checks 


Before aggregating individuals’ responses to an organizational level, we 
generated an intercorrelation matrix for each firm to determine the extent of 
agreement between each pair of respondents on the 43 questionnaire items. 
For the paint and coatings firms, the average intercorrelation ranged from .52 
to .87, with a mean of .62. For forest products, the range was from .53 to .89 
and the mean was .65. These data suggest a reasonably high level of agree- 
ment among respondents and support the subsequent aggregation of indi- 
vidual responses to produce an organization-level score on each of the 43 
questions. 

The convergent validity of the 19 multiitem composites was then as- 
sessed by computing Cronbach’s alpha for each. For the paint and coatings 
firms, the alphas ranged from .69 to .92 and had a mean of .77. Similarly, for 
the forest products firms, they ranged from .57 to .86, with a .73 mean. Given 
these results and the others reported in the previous paragraph, we pro- 
ceeded to the organizational level, using the 24 single-response and 19 mul- 
tiitem composites (Nunnally, 1967). 

Cronbach's alpha was also computed for each of the four steps of the 
decision process using the 10 or 11 questions that pertained to the corre- 
sponding section of the scenario. Among the paint and coatings firms, this 
analysis produced four alphas ranging from .69 to .83; in the forest products 
firms, the range was from .76 to .86. In addition, an analysis of the four 
composites yielded an alpha of .96 in the paint and coatings firms and .93 in 
forest products. Such highly correlated measures produce misleading results 
when they are used individually; for example, the regression coefficients can 
be unstable. On the other hand, such measures provide strong support for 
using a single overall measure of the comprehensiveness construct for each 
firm (Nunnally, 1967). In addition, since the overall measures obtained here 
and in the earlier studies provided the basis for computing change in com- 
prehensiveness, these results also support the validity of that measure. 

Other checks. An additional check of change in comprehensiveness was 
also used. Specifically, we tested the relationship between change in firms' 
overall comprehensiveness scores and the change described by participants 
in response to the question on how much more or less comprehensive their 
firm was compared to years earlier (x — 4.74, s.d. — .83). Results for the 
firms in both industries indicate a significant relationship (N — 45, r — .40, 
p < .01) between these two measures. Thus, it appears that our measures 
captured change in comprehensiveness. 

Respondents also indicated that the scenario decision was still impor- 
tant for their firm. The mean response among paint and coatings firms was 
6.72 (maximum = 7), which was not significantly different {t = —.70, p = 
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.49) from the mean response of four years earlier. The forest products firms 
yielded similar results, with a mean response (6.60) that did not differ sig- 
nificantly (t = .04, p = .96) from that obtained six years earlier. 

Means and standard deviations for the primary variables, primary va- 
lidity checks, and other checks appear in-Table 1. Data are presented for both 
the present study and the earlier studies. 


Hypotheses Testing 


Hypotheses 2 through 5, on the extent of change and its likely sources, 
provided the primary focus of this research. We partially tested the second 
hypothesis—which stated that a firm’s comprehensiveness at a given point 


TABLE 1 
Means and Standard Deviations? 
Variables Paint and Coatings Forest Products 
Primary measures 
Comprehensiveness 
Present study 8.85 (0.37) 3.67 (0.69) 
Earlier study 3.85 (0.38) 3.77 (0.57) 
Performance 
Present study 0.08 (0.05) 0.02 (0.08) 
Earlier study 0.08 (0.04) 0.09 (0.04) 
Change in 
Comprehensiveness 0.00 (0.30) —0.10 (0.46) 
Organizational size 0.11 (0.29) —0.12 (0.42) 
Executive-team tenure 1.25 (6.82) — 4.52 (11.16) 
Performance 0.00 (0.03) —0.07 (0.06) 
Executive team continuity 0.79 (0.25) 0.60 (0.38) 
Primary validity checks 
43-item intercorrelation i 
Present study 0.62 (0.08) 0.65 (0.04) 
Earlier study 0.61 (0.07) 0.63 (0.09) 
Alpha for 19 multiitem questions 
Present study 0.77 (0.06) 0.73 (0.09) 
Earlier study 0.74 (0.05) 0.71 (0.08) 
Alpha for four decision-step composites 
Present study 0.78 (0.01) 0.81 (0.03) 
Earlier study 0.79 (0.01) 0.82 (0.02) 
Overall process alpha ] 
Present study 0.96 (0.02) 0.93 (0.03) 
Earlier study 0.94 (0.01) 0.96 (0.02) 
Other checks 
Importance of decision : 
Present study 6.72 (0.44) 6.60 (0.82) 
Earlier study . 6.60 (0.46) 8.40 (0.84) 
Change in comprehensiveness 4.71 (0.72) 4.80 (1.01) 


“For the present study, N = 45, with 28 firms in paint and coatings and 17 in forest 
products. For the earlier study, N — 65, with 38 in paint and coatings and 27 in forest products. 
Standard deviations are in parentheses. 
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in time will be highly and positively related to its comprehensiveness sev- 
eral years later, and exhibit only modest change—by computing Pearson 
correlations between the overall comprehensiveness scores of firms partic- 
ipating in the present study and the corresponding scores for the same firms 
obtained four or six years earlier. Among paint and coatings firms, the over- 
all measure of comprehensiveness was indeed highly and positively related 
(N = 28, r = .69, p < .01) after four years. Similarily, among the forest 
products firms, the association was strong (N = 17,r = .74, p < .01) over the 
six-year period. These results support the first part of the hypothesis and 
indicate that firms tended to remain at a level of comprehensiveness similar 
to that found in the original studies. 

Although the above results suggest a strong relationship between the 
earlier and present measures, they also indicate that change took place. 
Specifically, the overall comprehensiveness measure obtained in the origi- 
nal studies explained about half the variance observed four or six years later. 
Moreover, it is not inconsistent to assert that strategic processes exhibited 
considerable inertia yet also changed. As noted earlier, Hannan and Freeman 
(1984) argued that the issue of organizational inertia is not one of change 
versus no change. Rather, it is a question of how large and common such 
change is; an inertial view suggests that changes will typically be modest, 
even over periods of several years. To test the second part of the hypothesis, 
we plotted the change-in-comprehensiveness scores for each industry as 
histograms, displayed in Figure 2. 

In both the original and present studies, the highest possible score for 
the measure of a firm’s overall comprehensiveness was 7, extremely com- 
prehensive, while the lowest was 1, extremely noncomprehensive; thus, 
plus or minus 6 represented the largest possible change. The histograms 
reveal that in paint and coatings, changes ranged from an increase of 0.60 to 
a decrease of —0.45 and had a mean of .00 (see Table 1). Similarly, in the 
forest products firms the range was from an increase of 0.62 to a decrease of 
—1.25; the mean change in comprehensiveness was —.10, a decrease of 
one-tenth of a point on a six-point scale. Therefore, we believe it is accurate 
to conclude that the comprehensiveness of strategic decision processes ex- 
hibited considerable inertia, with only modest incremental change. The re- 
stricted range of change scores also provides a demanding test of the asso- 
ciation between change in comprehensiveness and the hypothesized sources 
of that change. It should be noted that firms that were low performers in the 
earlier studies were no more likely to change than were high performers. 
Specifically, the relationship between change in comprehensiveness and 
firms' performance in the original studies was not significant in either paint 
and coatings (N = 28,r = —.07, p = .36) or forest products (N = 17, r = 
16, p = .29). 

The three hypotheses regarding likely sources of change in comprehen- 
siveness (change in size or tenure, and continuity) were first tested with 
zero-order correlations. We tested both groups of firms together because the 
effects were hypothesized to be universal. Table 2 presents descriptive sta- 
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FIGURE 2 
Distribution of Change in Comprehensiveness Scores 
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TABLE 2 
Means, Standard Deviations, and Correlations 
Among Change in Comprehensiveness and the Source Variables* 


Standard 
Variables Means Deviations 1 2 3 
1. Change in size 0.02 0.37 
2. Change in team tenure —0.85 8.85 —.05 
3. Executive-team continuity 0.72 0.31 15 .45** 
4, Change in comprehensiveness — 0.04 0.37 .34** .50** .37** 


Sign of hypothesized relationship + - - 


PN = 48. 
*p«.05 
**p«. 


tistics and correlations among the variables. The last line in the body of the 
table indicates that all the hypothesized relationships were significant at the 
.01 level or better, though not always in the expected direction. For example, 
change in size exhibited the predicted positive relationship with change in 
comprehensiveness (N — 45,r — .34, p « .01). On the other hand, change in 
executive-team tenure (N = 45, r = .50, p < .01) and the level of executive- 
team continuity (N = 45, r = .37, p < .01) were strongly related to change 
in comprehensiveness, but the positive sign of those relationships was not 
what we had predicted. Industry-level analyses (not presented) produced 
the same pattern of results. 

The results just described specify the associations between changes in 
individual variables and comprehensiveness, but they do not capture the 
variables' combined effects. Therefore, we used multiple regression analysis, 
with change in size and in executive-team tenure, and team continuity, pre- 
dicting change in comprehensiveness. As the first column of Table 3 indi- 
cates, an equation with three variables explained 40 percent of the variance 
in change in comprehensiveness. However, the coefficient for executive- 
team continuity was not significant. (Results shown in Table 2 indicated that 
continuity was significantly correlated with change in team tenure.) In an 
attempt to find the most efficient solution, we dropped team continuity from 
the analysis. As the second column of Table 3 indicates, the resulting two- 
variable equation explained almost as much variation (37 percent) as the 
three-variable equation. Therefore, it appears that executive-team tenure and 
organizational size offer a reasonably strong yet parsimonious model of 
change in the comprehensiveness of strategic decision processes. 

A secondary purpose of this study was to determine whether the rela- 
tionships established in the earlier studies between comprehensiveness and 
performance held for the subsequent four to six years. As a first step, the 
hypothesized positive relationship in a stable environment was tested with 
the paint and coatings firms. Controlling for size, we computed partial cor- 
relations between the overall measure of comprehensiveness obtained in the 
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TABLE 3 
Multiple Regression Coefficients, with Change in Comprehensiveness 
as the Dependent Variable? 
Variables Complete Model Parsimonious Model 
Change in executive-team tenure .0177** .0211** 
(.0058) . (.0049) 
Change in organizational size .3086** .3825** 
(.1462) (.1278) 
Executive-team continuity .1866 
(.1708) 
Constant —.1518 .0458 
(.1329) (.0572) 
R? .40** .37** 
*N = 45. Standard errors are in parentheses. 
"pe OB 
** p «.01 


original study and average after-tax return on assets for the years since that 
study. This relationship was again positive and significant (N — 28,r — .48, 
p < .01). We then conducted the same analysis with the forest products firms 
to test for a negative relationship in an unstable environment. Partial corre- 
lations again indicated a significant negative relationship (N = 17, r = 
—.42, p < .05). Fisher H-to-Z tests across the two groups of firms indicated 
that the results obtained in the paint and coatings industry differed signifi- 
cantly (at the .01 level) from those in forest products both in the present 
study and the earlier studies. 

A more dynamic test was also conducted by investigating the relation- 
ship between change in comprehensiveness and change in performance, 
which was measured as average ROA for the years of the present study, less 
that for the earlier one. The theoretical and analytical advantages of such a 
test were discussed earlier. Once again, the relationship was positive (N — 
28,r = .23, p < .10) and significant in paint and coatings, and it was negative 
(N = 17, r = —.55, p < .05) in forest products. 


Industry Differences 


Although it was not an a priori purpose of this research, the present 
study offered a unique opportunity to compare the comprehensiveness of 
strategic processes in two industries and environments. Therefore, we used 
multivariate analysis of variance to explore potential differences. 

With regard to the measures used in this analysis, two clarifications are 
in order. First, readers may recall that although the scenarios used in both 
industries required respondents to indicate how their firm would decide 
whether to build new, state-of-the-art production facilities, different prob- 
lems motivated that decision in the two industries. Specifically, the scenario 
used in paint and coatings described a firm that had experienced a 16 per- 
cent sales decline in 11 months; in forest products, the scenario firm had 
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been unsuccessful in obtaining timber from any source for two years. Thus, 
respondents in the two industries were not dealing with exactly the same 
situation when they answered questions that pertained to situation diagno- 
sis. Therefore, we did not use the 11 items in that portion of the question- 
naire in subsequent analyses. In addition, of the remaining 32 items, 12 of 
the multiitem questions had subitems that differed across industries. They 
too were eliminated, leaving 20 common items for this exploratory analysis. 

To investigate potential across-industry differences, we compared re- 
sponses obtained in the initial paint and coatings study (Fredrickson, 1984) 
with those from the initial study in forest products (Fredrickson & Mitchell, 
1984) by conducting a MANOVA on the remaining 20 items. The resulting 
multivariate test of significance (Wilks's lambda exact F) indicated signifi- 
cant differences (F944 = 9.99, p < .001) across the two industries. We then 
examined the univariate ANOVA for each item to determine which actions 
best distinguished the two groups. 

On 11 of the 20 items, firms in one industry were significantly more 
comprehensive than those in the other. A review of mean responses (Table 
4, first three columns) indicates that the paint and coatings firms were more 
comprehensive in the assignment of responsibility and primary method of 
analysis used in all three steps; they were also more comprehensive in the 
breadth of alternative generation techniques and in the number of years they 
would project calculations into the future. The forest products firms were 
more comprehensive only in the absolute amount of out-of-pocket expendi- 
tures they would willingly incur in making the decision. 

We then conducted the same analysis across the two industries using 
responses obtained in the current replication. This analysis also produced a 
multivariate test (Wilks's lambda) that indicated significant differences 
(F2o,24 = 5.61, p < .001). In addition, on 9 of 20 items firms in one industry 
were significantly more comprehensive (Table 4). A review of means again 
identified the paint and coatings firms as more comprehensive in the assign- 
ment of primary responsibility in all three steps, in the primary method used 
in two, and in the number of years calculations would be projected into the 
future. As before, the forest products firms indicated a willingness to commit 
significantly more dollars to the strategic decision process. 


DISCUSSION 
Primary Conclusions 


A primary conclusion of the present research was that levels of com- 
prehensiveness tended to persist over several years. Some change did occur, 
but it was typically modest. Therefore, the strategic processes of the firms 
studied exhibited considerable inertia. Although little change would be 
called for if all the firms had (1) good performance and (2) a good fit between 
their environment and strategic decision process, that was not the case. 
From the original studies, we knew that there was enough variance in overall 
comprehensiveness to allow significant yet opposite relationships 
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TABLE 4 
Means and Main Effects of Environment and Industry 
Original Studies Present Study 
Means" Means? 
Paint and Forest Paint and Forest 
Decision Steps Coatings Products F Coatings Products F 
Alternative generation 
Assignment of pri- 
mary responsibility 4.11 3.45 19.29*** 4.08 2.7  21.68*** 
Willingness to get 
outside information 2.38 2.56 1.38 2.58 2.63 0.14 
Primary method used 3.51 2.97 4.72** 3.56 3.03 2.38 
Number of employees 
involved 2.44 2.43 0.00 2.48 2.64 0.36 
Out-of-pocket 
expenses 2.05 5.51 34.98*** 2.08 4.08 8.88** 
Basis for dropping 
alternatives 2.78 2.90 0.35 2.74 2.71 0.01 
Breadth of alternative 
generating 
techniques 5.37 5.06 2.77* 5.37 5.14 1.18 
Alternative evaluation 
Assignment of pri- 
mary responsibility 4.12 3.29 19.37*** 3.91 2.85 13.34*** 
Willingness to get ; 
outside information 2.66 2.66 0.00 2.50 2.68 0.65 
Primary method used 4.06 3.25 10.05*** 4.08 3.19 5.71** 
Number of employees 
involved 2.51 2.78 1.41 2.86 2.91 0.01 
Out-of-pocket 
expenses 2.40 7.49 57.93*** 2.72 4.17 7.39** 
Number of years 
calculations 
projected 4.82 2.96 31.76*** 4.59 2.62 20.98" ** 
Decision integration 
Assignment of pri- 
mary responsibility 3.94 3.08 19.71*** 3.87 2.66 11.65*** 
Willingness to get 
outside information 2.24 2.28 0.06 2.10 2.29 0.62 
Primary method used 3.59 2.96 5.50** 3.63 2.99 3.93* 
Number of employees 
involved 2.79 2.88 0.11 3.07 2.98 0.05 
Out-of-pocket expenses 2.15 4.79 30.46*** 2.34 3.22 3.71* 
Involvement of affected 
departments 3.14 3.48 2.14 3.05 3.29 0.47 
Breadth of integrative 
techniques used 5.51 5.59 0.17 5.56 5.17 2.32 





* For the paint and coatings industry, N — 38; for forest products, N — 27. 
> For the paint and coatings industry, N = 28; for forest products, N = 17. 
*p«.05 
**p«.01 
*** p < (001 
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with performance to be established in the two industries; and those indus- 
tries continued to be generally stable or unstable. Moreover, as was reported 
earlier, there was no relationship between firms’ performance in the original 
studies and subsequent change in comprehensiveness. Therefore, the 
present study validates statistically the largely untested arguments of au- 
thors who have suggested that strategic decision processes tend to resist all 
but modest change (Miller & Friesen, 1980a; Mintzberg, 1978; Quinn, 1980; 
Starbuck, 1983; Tushman & Romanelli, 1985; Yasai-Ardekani, 1986). 

The second major conclusion was that changes in selected characteris- 
tics of organizations and executive teams were significantly related to 
changes in comprehensiveness; this was the case even though the modest 
changes in comprehensiveness provided a very demanding test. For exam- 
ple, the present study provides evidence that organizational size has impor- 
tant implications for strategic decision processes. Consistent with Mintz- 
berg's (1973) observation that firms evolve to a planning mode as they grow,- 
experience here indicates that an increasingly comprehensive decision pro- 
cess indeed accompanies an increase in size. In firms that got smaller, com- 
prehensiveness declined. 

The results also indicate a significant, positive relationship between 
dynamic features of executive teams and comprehensiveness. We hypothe- 
sized negative relationships largely on the basis of theories of organizational 
socialization (Thompson, 1967; Van Maanen, 1976) and of group decision 
making (Janis, 1972; Katz, 1982) and interaction (Wagner et al., 1984) that 
have not often been tested with top management teams and strategic deci- 
sions. Therefore, the present study suggests that the effects of tenure and 
group composition on decision processes are substantially different at the 
strategic level, and that theoretical extrapolations of phenomena observed at 
the operating level (Starbuck, 1983; Tushman & Romanelli, 1985) may need 
refinement. It seems likely that such theory simply does not accommodate 
the contextual complexities of strategic processes. In addition, arguments 
presented below suggest that our measures of executive-team tenure and 
continuity may have actually captured general forces that encourage in- 
creased comprehensiveness and rationality. 

Several authors have suggested that organizations are under increasing 
internal and external pressure to indicate that their actions are the result of 
a rational decision process. March and Sevon (1984) and Hannan and Free- 
man (1984) made this point; the latter argued that ‘‘norms or procedural 
rationality are pervasive in the modern world” and that “organizational 
legitimacy ... depends on ostensible conformity to these norms” (1984: 
153). Similarly, DiMaggio and Powell (1983) suggested that the steadily in- 
creasing professionalization of management fuels this trend. The drive for 
professionalism has, in turn, created what Steinbruner called an “intellec- 
tual momentum” (1974: 111) biased in favor of rational decision making. 

In retrospect, this study’s combined results on the sources of change in 
comprehensiveness (tenure, continuity, and size) appear to present a cohe- 
sive pattern. Moreover, that pattern offers a reasonable explanation for a 
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phenomenon that has been the subject of speculation in the literature on 
strategic processes. For example, Mintzberg (1978) suggested that strategic 
decision processes generally exhibit a “bureaucratic momentum” that pro- 
pels firms to progressively higher levels of rationality. Similarly, Miller and 
Friesen (1980b) hypothesized that such momentum, unless disrupted by an 
organizational “revolution,” will cause strategic processes that already tend 
to be rational to become progressively more so. Our results indicate that 
increases in executive-team tenure, which tend to be accompanied by high 
levels of team continuity, and increases in organizational size, are associated 
with increased comprehensiveness. Moreover, it seems reasonable to as- 
sume that as time passes in firms that are not experiencing turmoil, execu- 
tives are increasingly socialized, the top management team remains intact, 
and the firm grows. Therefore, it appears that these conditions, which are 
natural by-products of an organization’s continued evolution, contribute to 
what we call creeping rationality. 

Creeping rationality is likely caused by increasing expectations of ratio- 
nality (DiMaggio & Powell, 1983; Hannan & Freeman, 1984; March & Sevon, 
1984; Steinbruner, 1974) and may be manifest in the bureaucratic structures 
that typically accompany growth (Miller, 1987; Mintzberg, 1979). However, 
the potential importance of creeping rationality stems from the fact that the 
character of a firm’s strategic decision process is ultimately reflected in the 
firm’s actions (Miller, 1987). For example, Quinn (1980) argued that the 
“institutionalized incrementalism” of such processes is a major reason why 
new strategies often take up to ten years to emerge. . 

It is important to recognize that our results do not suggest that creeping 
rationality is a universal phenomenon. All the firms studied did not exhibit 
it. On the contrary, those that got smaller and assembled new executive 
teams composed of managers who were less socialized than their predeces- 
sors became less comprehensive. Such changes in the executive team and 
firm size may be critical to overcoming the effects of creeping rationality in 
strategic decision processes and, ultimately, incrementalism in strategic ac- 
tions. 


Additional Conclusions 


Evidence from the present study also extends the results of the earlier 
work (Fredrickson, 1984; Fredrickson & Mitchell, 1984) by showing that 
comprehensiveness, a characteristic of rational decision processes, and per- 
formance were significantly related for the four or six years after the original 
studies. As hypothesized, that relationship was again positive in the stable 
environment of the paint and coatings industry and negative in the unstable 
environment of the forest products industry. Associations between changes 
in these variables followed the same pattern. In combination, these results 
extend the earlier work longitudinally and dynamically and move close to 
establishing causality in the relationship between comprehensiveness and 
performance. 

It is important to note that the above relationships were established in 
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industries whose performance differed dramatically. Mean performance for 
the paint and coatings firms was 8 percent, with no change since the earlier 
study. In forest products, which experienced great difficulty in the interim 
years, the mean return on assets was only 2 percent, a decline of 7 percentage 
points from the time of the earlier study. The establishment of significant 
relationships between changes in comprehensiveness and performance in 
two settings, one that saw no change in mean performance and another that 
saw a dramatic decline, further illustrates the importance and apparent sen- 
sitivity of this construct. 

The final conclusion from the present study concerns across-industry 
differences. In general, the strategic processes used in the paint and coatings 
firms tended to be more comprehensive, on the common items, than those in 
forest products when both types of firms were making the same decision — 
whether to build new, state-of-the-art production facilities. Several authors 
(Anderson & Paine, 1975; Hambrick & Snow, 1977; Miller & Friesen, 19808; 
Mintzberg, 1973) have argued that the decisions of firms in stable environ- 
ments are likely to be made using rational processes, but that those of firms 
in unstable environments will be incremental. Since comprehensiveness is 
a measure of rationality, the reported results seem to support this view. 
However, the present study was not designed to rule out alternative expla- 
nations for across-industry differences; the most obvious one is discussed 
below. 

Although firms in both industries faced the same decision, different 
problems motivated that decision: in paint and coatings, a decline in sales, 
and in forest products, an inability to get timber. This difference is important 
in light of the arguments of several authors (Dutton & Duncan, 1987; Dutton, 
Fahey, & Narayanan, 1983; Mintzberg, Raisinghani, & Theoret, 1976) that the 
early stages of a strategic decision process can influence what is done in the 
balance of that process. Therefore, if the two scenario problems differed on 
some dimension, such as urgency, that difference not only could create 
across-industry differences in the comprehensiveness of the situation diag- 
nosis step (which was dropped from the analyses); it might also have a 
framing effect that could influence the level of comprehensiveness in the 
balance of the process. However, it is highly unlikely that this study would 
have produced the pattern of relationships reported— (1) significant, yet 
opposite relationships between comprehensiveness and performance in the 
two industries, (2) statistically indistinguishable differences in the relation- 
ship between the original and present measures of comprehensiveness in the 
two industries, and (3) the same pattern of significant relationships between 
change in comprehensiveness and its likely sources in the two industries— 
if there were indeed such an across-industry confound. 


Limitations 


In investigating likely sources of change in comprehensiveness, the 
present study considered only variables assessed in the earlier studies 
whose changes could be measured objectively. Therefore, we did not test 
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relationships with other potential sources of change, such as perceived en- 
vironment (Miller & Friesen, 1980a; Paine & Anderson, 1977; Staw et al., 
1981) and organizational structure (Fredrickson, 1986a; Miller, 1987; Pitts, 
1980). Because we obtained measures of comprehensiveness several years 
apart, it is also not known whether more radical changes (Miller & Friesen, 
1980b; Tushman & Romanelli, 1985) took place in the interim. Moreover, 
although the study included firms in different environments, only two en- 
vironments are represented, with a single industry in each. Therefore, care 
must be taken in generalizing from these results. Industries such as forest 
products and semiconductors may both be unstable, but critical differences, 
such as in environmental complexity, may intervene. Finally, although the 
present study was longitudinal, it did not satisfy the assumptions of syn- 
chronicity or stationarity of a cross-lagged panel design (Kenny, 1975). 
Therefore, it is important to emphasize that we established numerous dy- 
namic relationships, but not causality. 


Concluding Remarks 


In the introduction, we noted that research on strategic decision pro- 
cesses has rarely been both longitudinal and quantitative. As a result, few 
conclusions regarding the character and consequences of such processes 
over time have been statistically validated. However, through a longitudinal 
and quantitative approach, this research obtained statistical evidence that 
supports several critical but largely untested arguments, including the iner- 
tia of strategic processes, the effects of size, and across-industry differences, 
and challenges still others, such as the directional effects of executive-team 
tenure and continuity. In addition, this research extends prior findings on 
the relationship of comprehensiveness and performance and highlights a 
strategic process phenomenon—creeping rationality—that has implications 
for strategic actions. The evidence reported here suggests that the compre- 
hensiveness of strategic decision processes exhibits considerable inertia, 
with only modest, but important, change occurring. Moreover, it appears 
that changes in certain characteristics of executive teams and organizations 
are critical to producing changes in comprehensiveness. Even modest 
changes in comprehensiveness may, in turn, be reflected in changes in per- 
formance. And firms in different environments may use very different pro- 
cesses in making the same decision. We hope that other investigators will 
attempt to replicate and extend the reported findings and overcome the 
limitations of the present study. 
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APPENDIX 


Comprehensiveness questions. For each of the four steps of the decision process, respon- 
dents were asked about the following: assignment of primary responsibility, willingness to go 
outside for information, primary method of decision making, number of employees involved, 
and amount of direct out-of-pocket expenses (single-item questions, scaled from 1 to 5 or 7); we 
also asked about breadth of participants’ experience and breadth of outside information sources 
used for each step (multiitem composites, scaled from 1 to 7). 

In addition, we asked about the following four specific steps—(1) situation diagnosis: 
number of years of data reviewed (single-item), breadth of problem causes considered, of anal- 
ysis techniques used, and of factors considered important in determining the cause (multtitem); 
(2) alternative generation: primary basis for dropping alternatives (single-item), breadth of so- 
lutions considered, of techniques used to generate alternatives, and factors used in eliminating 
alternatives (multiitem); (3) alternative evaluation: how many years calculations would be 
. projected (single-item), breadth of criteria used in evaluation, of reports and summaries pre- 
pared, and of analyses conducted (multiitem); (4) decision integration: involvement of affected 
departments or areas (single-item), breadth of integrative techniques used, and of decisions 
integrated with the scenario decision (multiitem). 

Validity checks. If a firm's strategic decision process is a pattern of behavior (Barnard, 
1938; Welck, 1979), the characteristics of that process will tend to be consistent across decisions 
perceived as strategic, which makes it possible to study issues like comprehensiveness without 
having tó consider multiple decisions in a firm. We used four summary construct validity 
questions to (1) obtain multiple measures of the comprehensiveness construct and (2) test the 
assumption that comprehensiveness is consistent across decisions. In such questions, which 
appeared immediately after the 43 questionnaire items, the term comprehensive made its only 
appearance in the instrument; those questions asked respondents to indicate how comprehen- 
sive their firm usually was in making important decisions. The first question said ‘‘A firm that 
is very comprehensive in determining the cause of a major problem might form a group of 
several] members, make extensive use of outsiders, conduct extensive analyses, allow unlimited 
expenses, involve people with diverse backgrounds, and consider all possible causes. On the 
other hand a very noncomprehensive firm might rely on the ideas and experience of one or two 
employees." Respondents were asked ‘Which best describes YOUR FIRM?" and were offered 
an anchored scale from “very comprehensive" (7) to “very noncomprehensive" (1). Similar 
questions were offered for the three remaining steps of the decision process. The word 
"usually" implied consistency, so its presence could be established by testing the relationship 
between responses to these questions and the process as characterized in the scenario-based 
questions. 
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The relationship between the four step composites and the four construct validity questions 
discussed above was assessed to test the assumption of consistency across decisions. Responses 
to the construct validity questions exhibited strong correlations with the corresponding com- 
posites. With paint and coatings reported first and forest products second, for situation diag- 
nosis, N = 28,r = .60, p <.01 and N = 17,r = .62, p < .01; for alternative generation, r = .72, 
p € .01 and r = .76, p < .01; for alternative evaluation, r = .86, p < .01 andr = 79, p < .01; 
and for decision integration, r — .87, p « .01 and r — .89, p « .01. We computed a single 
measure of comprehensiveness as the mean of the four construct validity questions, and it 
exhibited a strong relationship with the overall measure developed from the scenario-based 
questions in both paint and coatings (r = .84, p < .01) and forest products (r = .68, p < .01). 
These results rnirror those obtained in the original studies (Fredrickson, 1984; Fredrickson & 
Mitchell, 1984) and suggest that strategic process characteristics like comprehensiveness tend 
to be consistent across decisions and that the profiles developed in response to the scenarios 
wore representative of firms' strategic decision processes. 
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MAKING FAST STRATEGIC DECISIONS 
IN HIGH-VELOCITY ENVIRONMENTS 


KATHLEEN M. EISENHARDT 
Stanford University 


How do executive teams make rapid decisions in the high-velocity mi- 
crocomputer industry? This inductive study of eight microcomputer 
firms led to propositions exploring that question. Fast decision makers 
use more, not less, information than do slow decision makers. The 
former also develop more, not fewer, alternatives, and use a two-tiered 
advice process. Conflict resolution and integration among strategic de- 
cisions and tactical plans are also critical to the pace of decision mak- 
ing. Finally, fast decisions based on this pattern of behaviors lead to 
superior performance. 


In October 1984, Gavilan Computer filed for bankruptcy protection un- 
der Chapter 11. Despite a $31 million stake from venture capitalists, Gavilan 
experienced delays and indecision that ultimately cost the firm its early 
technical and market advantages. The firm’s leading-edge technology be- 
came a “me too" one and competitors flooded its empty market niche. As the 
firm died, one executive mourned: “We missed the window” (Hof, 1984). 

This story is not unusual in fast-paced settings like the microcomputer 
industry. The tumult of technical change places a premium on rapid deci- 
sion making. Yet, although decision speed seems to affect firm performance 
in such environments (Bourgeois & Eisenhardt, 1988) and is a key charac- 
teristic differentiating strategic decisions (Hickson, Butler, Gray, Mallory, & 
Wilson, 1986), there has been little research on fast strategic decision mak- 
ing. 

This article explores the speed of strategic decision making. In an earlier 
study (Bourgeois & Eisenhardt, 1988), my colleague and I linked fast strate- 
gic decision making to effective firm performance. In a second study on 
politics (Eisenhardt & Bourgeois, 1988), we noted that politics seemed to 
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slow decision making. However, neither study addressed how executives 
decide quickly. The present study extends the previous work by exploring 
how executive teams actually make fast decisions. 

This article is organized around two research questions: (1) How are fast 
strategic decisions made? and (2) How does decision speed link to perfor- 
mance? The setting is the high-velocity microcomputer industry. In a high- 
velocity environment, changes in demand, competition, and technology are 
so rapid and discontinuous that information is often inaccurate, unavailable, 
or obsolete (Bourgeois & Eisenhardt, 1988). During this research (1984—85), 
the microcomputer industry underwent substantial technological changes, 
such as the introduction of the UNIX operating system, 64K RAM memory, 
and RISC computer architecture, as well as substantial competitive change, 
such as the entry of IBM, the decline of Texas Instruments, and double-digit 
demand: growth (Bell, 1984). 

The results reported here are a set of propositions challenging tradi- 
tional views of strategic decision making. The evidence suggests that fast 
decision: makers use more, not less, information, than do slow decision 
makers: They also develop more, not fewer, alternatives. In contrast to cur- 
rent literature, this study found that centralized decision making is not nec- 
essarily fast, but a layered advice process, emphasizing input from experi- 
enced counselors, is fast. The findings also indicate that conflict resolution 
is critical to decision speed, but conflict per se is not. Finally, integration 
among strategic decisions and between decisions and tactical plans speeds, 
not slows, decision making. Such integration helps decision makers cope 
with the-anxiety of high-stakes decision making. Overall, fast decision mak- 
ing allows decision makers to keep pace with change and is linked to strong 
performance. A pattern of emotional, political, and cognitive processes that 
are related to rapid closure of major decisions emerged from this research. 
The empirical grounding of those ideas is the subject of this article. 


BACKGROUND 


There are several perspectives on how rapid strategic decisions are 
achieved. One research stream emphasizes the idea that a high level of 
comprehensiveness’ slows the strategic decision process. According to this 
perspective, consideration of few alternatives, obtaining input from few 
sources, and limited analysis lead to quick decisions (Mintzberg, 1973; Nutt, 
1976). For example, Fredrickson and Mitchell (1984) argued that a process 
that is less comprehensive speeds decisions. Similarly, Schweiger, Sand- 
berg, and Ragan (1986) noted that extensive analysis in dialectical inquiry is 


* “Comprehensiveness is a measure of rationality and refers to the extent to which orga- 
nizations attempt to be exhaustive or inclusive in the making or integrating of decisions” 
(Fredrickson & Mitchell, 1984: 399). 
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likely to slow the pace of decision making. Janis (1982) indicated that, al- 
though a rational process may be superior, it also lengthens decision making. 

A second view has emphasized that limited participation and central- 
ized power speed decision making. For example, Vroom and Yetton (1973) 
advocated autocratic decision making when speed is essential. Powerful 
leaders can make rapid, unilateral choices. Similarly, March and Olsen 
(1976) argued that involvement by many decision makers lengthens the de- 
cision process. Finally, Staw, Sandelands, and Dutton (1981) indicated that 
power centralization is the most natural response to highly uncertain situ- 
ations like high-velocity environments. 

A third view is that limited conflict speeds decisions. The argument 
here is that conflict triggers interruptions in the decision process, which 
then slow the pace. For example, Mintzberg, Raisinghani, and Theoret 
(1976) found that disagreements created decision interruptions, which in 
turn delayed the decision process in a study of 25 major decisions. Similarly, 
-another study (Hickson et al., 1986) found that opposition, especially by 
powerful factions, slowed the pace of decision in a study of British organi- 
zations. 

Although these views vary in detail, none deals with two key realities. 
First, how do decision makers overcome anxiety and gain the confidence to 
decide? As George (1980) noted, many individuals find it difficult to make 
big decisions in the face of high uncertainty. Yet such uncertainty is typical 
of strategic decisions, especially in high-velocity environments. So how do 
decision makers overcome their natural proclivity to procrastinate, espe- 
cially when information is limited? Second, how do decision makers main- 
tain decision quality while moving quickly? The existing views rest on the 
assumption that fast decisions are achieved through a less thorough strategic 
decision-making process involving limited information, analysis, participa- 
tion, and conflict. However, as Bourgeois and Eisenhardt (1988) noted, there 
is pressure for both a rapid and high-quality decision process, especially in 
high-velocity environments. Is the snap decision process described by ex- 
isting views realistic? 

These questions suggest that extant views may inaccurately describe 
how executives make rapid decisions. This observation, coupled with the 
limited research base on fast strategic decision making, led to the inductive 
research described in this paper. 


METHODS 


The study used a multiple case design that allowed a replication logic, 
that is, a series of cases is treated as a series of experiments, each case 
serving to confirm or disconfirm the inferences drawn from the others (Yin, 
1984). Table 1 describes the eight microcomputer firms studied. 

The study also employed an embedded design, that is, multiple levels of 
analysis, focusing on each firm at three levels: (1) top management team, (2) 
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TABLE 1 
Descriptions of Microcomputer Firms 
Number of Number of 
Firm Employees Informants 
Zap 500 7 
Forefront 90 7 
Promise 185 6 
Triumph 150 7 
Omicron 192 9 
Neutron 200 7 
Alpha 50 5 
Presidential 462 5 


strategic decision, and (3) firm performance. Although an embedded design 
is complex, it permits induction of rich and reliable models (Yin, 1984). 


Data. Sources 


Members of the research group conducted interviews with every mem- 
ber of the top management team of each firm, including CEOs and their 
immediate subordinates. The teams typically included the CEO and the 
heads of such major functions as sales, finance, and engineering. 

There were four data sources: (1) initial CEO interviews, (2) semistruc- 
tured interviews with each member of a firm’s top management team, (3) 
questionnaires completed by each member of the team, and (4) secondary 
sources. 

CEO interviews. An entry interview, using a semistructured format, was 
conducted with the CEO of each firm. The interview began by asking the 
CEO to describe the firm’s competitive strategy. The CEO was then asked to 
describe the distinctive competencies of the firm, major competitors, and 
their performance. Each CEO then identified several recent or ongoing major 
decisions. The decision or decisions to study in depth in subsequent inter- 
views with each member of the top management team were then chosen. The 
choices were based on criteria similar to those other researchers have used 
for defining strategic decisions (Hickson et al., 1986; Mintzberg et al., 1976).? 
To be chosen, a decision had to (1) involve strategic positioning, (2) have 
high stakes, (3) involve as many of the functions of the firm as possible, and 


? Ideally, many strategic decisions would have been studied in each firm. However, doing 
so was almost impossible because strategic decisions are infrequent events. The approach here 
was to triangulate insights from one or two decisions with evidence on the overall approach to 
strategic decision making within the firm. The validity of this approach is enhanced by previous 
research indicating that firms make decisions in a consistent pattern (Fredrickson & Iaquinto, 
1987; Miles & Snow, 1978; Nystrorh & Starbuck, 1984), even when the top management team 
experiences turnover in individual positions (Weick, 1979). 
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(4) be considered representative of the process by which major decisions are 
made at the firm.? 

Top manager interviews. After the initial CEO interview, semistruc- 
tured interviews with every executive in the top management team, includ- 
ing the CEO, were conducted. The interview consisted of 16 open-ended 
questions. Following the methods of inductive research, these questions 
were supplemented with ones that seemed fruitful to pursue during the 
interview. The interviews were typically from 90 minutes to two hours long 
but occasionally took as long as four hours. 

The interview began with a request for a description of the firm’s com- 
petitive strategy. Each executive then described the functional strategy of his 
or her area, other members of the top management team, the frequency and 
nature of interaction with each other member of the team, and routine de- 
cision-making meetings. Thus, a general view of the strategic decision pro- 
cess within the firm emerged. 

In the second portion of the interview, the story of each strategic deci- 
sion identified in the CEO entry interview was traced. This yielded a view of 
specific decision processes within the firm. The perspective of every mem- 
ber of the top management team was traced using standard interview ques- 
tions. The questions concentrated on facts and events, rather than on re- 
spondents’ interpretations, through the use of courtroom procedure (e.g., 
When did this first become an issue? What did you do? When’). 

Two investigators conducted each interview with one responsible for 
the interview and the other for taking notes. Immediately after the interview, 
the investigators cross-checked facts and impressions. Several rules were 
followed. The “24-hour rule" required that detailed interview notes and 
impressions be completed within one day of the interview. A second rule 
was to include all data, regardless of their apparent importance at the time 
of the interview. A third rule was to end the interview notes with ongoing 
impressions of each company. 

The combination of multiple informants, courtroom-style questioning, 
and tandem interviewing addresses some previous criticisms of research 
relying on executives’ recollections (Schwenk, 1985). Moreover, previous 
research (Huber, 1985; Mintzberg et al., 1976) has indicated high temporal 
stability in executives’ recollection of important decisions, especially for 
major recent decisions. 

Questionnaires. Quantitative data were gathered from questionnaires. 
The questions focused on variables, such as conflict and power, suggested by 
prior research on decision making (e.g., Mintzberg et al., 1976; Pfeffer, 1981). 
The Appendix describes the questions and their administration. 

Secondary source and other data. Industry reports and internal docu- 


3 One decision was studied in depth at every firm except Omicron and Triumph. In those 
two firms, two decisions fit the selection criteria; both were subsequently studied to provide 
more solid empirical grounding for the propositions. 
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ments were examined as available. Informal observations were made, and 
data were collected on office locations, team demographics, and financial 
performance before and after the study. Finally, observations of a day-long 
strategy-making session in one firm and a weekly executive staff meeting in 
another were conducted. 


Data Analysis 


The data were analyzed as follows. For the quantitative data, team level 
scores of conflict and power were calculated and analyzed for patterns. The 
qualitative responses were combined using profiles of the decision climates 
and of each executive from the descriptions each member of the top man- 
agement teams had given. Traits mentioned by more than one executive 
were included in the profiles. For example, three of his four colleagues 
described the president of Alpha as “impatient.” This trait was included in 
his profile, but other traits mentioned by only one person were dropped. 

Decision stories were developed by combining the accounts of each 
executive into a time line that included all events. There was typically high 
agreement among respondents around the critical issues of when a decision 
began, when the decision was made, and how it was made. Again using 
Alpha as an example, the executives all agreed that the impetus for the 
decision studied was a specific board meeting, that the CEO made the de- 
cision alone, and that he did so just before the annual planning conference. 
Although they were few, conflicting reports were preserved in the stories. 
These usually concerned one person’s assumptions about another’s motives 
or opinions, not observable actions and events. 

Once preliminary analyses had been developed from the respective data 
sets, I combined the analyses and induced propositions using methods for 
building theory from case studies (Eisenhardt, 1989; Glaser & Strauss, 1967). 
The search for propositions was assisted by selecting pairs of firms and 
listing similarities and differences between each pair and by categorizing 
firms according to variables of interest, such as the presence or absence of a 
counselor to the CEO. From these lists and comparisons, I induced tentative 
propositions. After the development of these tentative propositions, each 
case was revisited to see if the data confirmed the proposed relationship, and 
if they did, to use the cases to improve understanding of the underlying 
dynamics. After many iterations between data and propositions, I used ex- 
isting literature to sharpen the insights yielded by the inductive process. 
What emerged were propositions linking information, alternatives, advice, 
conflict resolution, and integration with decision speed and performance. 
As in deductive research, the propositions fit the evidence but did not per- 
fectly explain the cases (Sutton & Callahan, 1987). 


* The names used to identify the firms studied are pseudonyms. 
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HOW ARE FAST STRATEGIC DECISIONS MADE? 
Speed, Planning, and Real-Time Information 


Prior research has suggested that comprehensiveness slows the strategic 
decision-making process (Fredrickson & Mitchell, 1984). Consideration of 
few alternatives, obtaining inputs from few sources of expertise, and limited 
analysis shorten the strategic decision process (Janis, 1982; Mintzberg et al., 
1976; Nutt, 1976). This perspective implies that the greater the use of infor- 
mation, the slower the strategic decision process. 

The data from this research indicate a different view. Executive teams 
making fast decisions used extensive information—often more information 
than the slower decision makers used. However, that information was not 
forecasted information. Rather, it was real-time information, especially on a 
firm’s competitive environment and operations. Real-time information is 
defined as information about a firm’s operations or environment for which 
there is little or no time lag between occurrence and reporting. In formal 
terms, 

Proposition 1: The greater the use of real-time informa- 
tion, the greater the speed of the strategic decision pro- 
cess. 

Table 2 summarizes this study’s evidence on the speed of decision mak- 
ing. I assessed the overall speed of decision making from interview and story 
data. These qualitative assessments were corroborated with measurement of 
the duration of each strategic decision studied. Following prior research 
(Hickson et al., 1986; Mintzberg et al., 1976), I measured duration using the 
beginning and end times for each decision, with starting time indicated by 
the first reference to a deliberate action such as scheduling a meeting or 
seeking information and ending time indicated by the time at which a com- 
mitment to act was made. 

As Table 2 indicates, there was high variation in the speed of decision 
making. The first four firms listed—Zap, Forefront, Promise, and Tri- 
umph—made the decisions that were studied in less than 4 months, and 
substantial evidence from the interviews and stories corroborated that such 
a fast pace was typical. For example, most Promise executives mentioned 
without prompting that they made decisions “quickly,” and their making a 
decision on strategic direction in 4 months is consistent with the data. 
Throughout this article, those four firms are referred to as fast. The second 
four firms—Omicron, Neutron, Alpha, and Presidential—spent at least 6 ' 
months, and typically more than 12 months, making the decisions that were 
studied, and the qualitative evidence (see Table 2) corroborated that this 
slower pace was typical. Thus, I refer to those firms as slow. 

Table 3 summarizes the evidence for the use of real-time information, 
which was assessed by (1) executive responses to interview questions re- 
garding the regular review of performance measures and targets, (2) a count 
of the number of meetings regularly scheduled to review current operations, 
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TABLE 2 
Speed of Strategic Decision Making 


Examples* 

“We try to be the first." (VP, 
engineering) 

“If we get bogged down, he 
[CEO] kicks ass.” (VP, 
marketing) 

“The worst decision is no 
decision at all." (CEO) 

“We're aggressive. We make 
things happen." (director of 
marketing) 

“Big opportunities go by if 
you don’t act quickly.” 
(VP, sales) 

“I like quick decisions." 
(CEO) 

“We make decisions fast." 
(VP, systems development) 

"Decision making at Triumph 
is much faster.” (VP, 
finance) 

“He [CEO] listens, makes up 
his mind, and does it. He's 
made the decision process 
shorter." (VP, sales) 

"Do something, don't just sit 
around worrying." (CEO) 

“Slow moving.” (VP, 
manufacturing) 

“There was a frustrating 
amount of decorum. 
Consensus was very 
important.” (VP, sales) 

“We did what we intended, 
but took longer than we 
should have.” (CEO) 

“We were late.” (VP, finance) 


“We never did anything 
concentrated ... no 
particular dedicated time 
... things kind of 
evolved.” (VP, sales) 

“We were kind of casting 
around." (VP, finance) 


Decisions and 
Key Questions 
Alliance: Should we form a 
strategic alliance or go 
public? 


New product: Should we 
develop a new product? 


Strategy: Do we need a new 
strategic direction? 


Strategy: Do we need a new 
strategic direction? 

New product: What should 
our next product be? 


Strategy: Do we need a new 
strategic direction? 

Strategy: What should our 
new strategy be? 


Alliance: Should we form a 
strategic alliance? 

New product: Should we 
develop an IBM-compatible 
product? 


September . 


1.5 


| 15 


12 


12 


12 
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TABLE 2 (continued) 


Decision 
Decisions and Durations 
Firm Examples* Key Questions in Months 
Presidential “Presidential was unfocused. ` New product: Should we 18 
We weren't concentrated.” develop a new product? 
(EVP) 
“Lots of arguments— no 
decisions." (VP, 
` manufacturing) 


“There was no structure... 
nothing got accomplished." 
(VP, R&D) 

"Nothing happened . . . It 
was so hard to get ideas 


through." (EVP) 


* VP = vice president; EVP = executive vice president. 


(3) the presence of a vice president (VP) of finance—typically the key pro- 
vider of real-time information in firms like those studied—and (4) the ori- 
entation of a firm's CEO toward information. Executives' preferences for 
various communication media and the use of real-time information in the 
making of the strategic decisions studied in each firm were also noted. 

The data shown in Tables 2 and 3 indicate that fast strategic decision 
making is associated with extensive use of real-time information. Executives 
making fast decisions routinely paid close attention to quantitative indica- 
tors such as daily and weekly tracking of bookings, scrap, inventory, cash 
flow, engineering milestones, and competitors’ moves. They preferred these 
operational indicators to more refined accounting data such as profit. These 
executives averaged 2.5 regularly scheduled operations meetings per week 
and indicated a preference for real-time communication via face-to-face con- 
versation or electronic mail rather than through time-delayed media like 
memos. 

The Zap case illustrates the linkage between the use of real-time infor- 
mation and decision speed. Zap executives claimed to ‘‘measure 
everything.” Without prompting, the CEO described exact targets for gross 
margin and expenses for R&D, sales, and administration. Executives re- 
viewed bookings daily. Engineering schedules were reviewed weekly. The 
VP of finance ran a computer model of firm operations weekly. The VP of 
marketing monitored the environment continuously. As she told us, “I keep 
an eye on the market [and] funnel the information back.” The R&D VP told 
us that he monitored the technology “grapevine” through his extensive net- 
work of friends. Monthly, the executive team reviewed a wide range of 
quantitative indicators, including revenue per employee, margins, backlog, 
scrap, cash, and inventory. This is a much more comprehensive set of indi- 
cators than the teams making the slower decisions used. Zap’s CEO told us: 
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“We have very strong controls. We over M.B.A. it.” Zap executives also 
reported interacting continually through face-to-face communication and 
electronic mail. They avoided memos. For example, one executive described 
her communication with the CEO and several other VPs as "constant." Fi- 
nally, the decision to forge a strategic alliance that was studied was triggered 
by the team’s cash projection model, which predicted an upcoming cash 
shortfall. Zap executives made this decision in three months. A Zap execu- 
tive claimed: "The worst decision is no decision at all." 

The Triumph case also indicates the link between use of real-time in- 
formation and rapid strategic decisions. For example, the first employee 
hired by the current CEO was a data-base manager whose job was to track 
new product development projects, the lifeblood of microcomputer firms: 
Firm members described the CEO as “quantitative,” and he claimed to “have 
lists for everything." Interviewees described the weekly staff meetings at 
Triumph as “a must." One executive said, “No one travels on Mondays." My 
own visit revealed that the Monday meetings were intense. The day began 
with a four-hour meeting that "[covered] what's happening this week— 
what's happening with sales, engineering schedules, and releases." In the 
afternoon, Triumph executives attended quality assurance and new-product 
progress meetings. The executives also conducted regular "round table" 
forums at which lower-level employees gave feedback to senior executives. 
Triumph executives made the decision on whether to redirect their strategy 
in six weeks and also made a major product decision in six weeks. One 
executive advised: “Do something, don't just worry about decisions.” 

In contrast, there was little mention of real-time information from the 
teams making the slower decisions. What was mentioned suggested that 
such information was not particularly germane to their decision processes. 
For example, the Omicron CEO was asked to describe any quantified targets 
that he used to track performance. He answered that he did not use quanti- 
fied targets, saying “My own goals are subjective . . . . Integrity is key for me." 
The VP of finance was an engineer, described as weak in financial matters. 
Omicron executives pondered whether to change their strategic direction for 
a year and then spent six more months deciding what their new strategic 
direction would be. The VP of manufacturing summarized: We're slow- 
moving." 

The evidence on real-time information use for the other teams making 
slow decisions is consistent with that at Omicron. For example, Alpha had 
no weekly operations meetings until several VPs insisted that they were 
necessary. Presidential had neither weekly operations meetings nor a VP of 
finance. Firm members described the CEO of Presidential as a "visionary" 
and as “a little detached from day-to-day operations," and described his key 
VP as “unfocused.” At Neutron, no one mentioned real-time data, although 
there were stories of largesse such as trips to Hawaii for star design engineers 
and of the top management team's lack of interest in conserving cash. In 
these firms, the descriptions indicated that decision making was typically 
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slow, and the durations of the strategic decision processes studied averaged 
14 months, compared with 2.8 months at the fast firms. 

Why does the use of real-time information quicken the pace of the stra- 
tegic decision process? One reason may be that such information speeds 
issue identification, allowing executives to spot problems and opportunities 
sooner (Dutton & Jackson, 1988). For example, the rationale for the round 
table forums with lower-level staff at Triumph was “to avoid sudden, sur- 
prising, and bad information." 

A second reason is more subtle. The literature on artificial intelligence 
indicates that intuition relies on patterns developed through continual ex- 
posure to actual situations (Hayes, 1981; Simon, 1987). If so, executives who 
attend to real-time information are actually developing their intuition. 
Aided by intuition, they can react quickly and accurately to changing stimuli 
in their firm or its environment. Although the data are limited, the CEOs who 
relied most heavily on real-time information were also most frequently de- 
scribed as being intuitive. For example, the CEO at Zap was known as a 
"numbers" person and claimed to “‘over-M.B.A. it,” yet he was also the CEO 
most strongly described as ''intuitive," as “a lateral thinker,” and as having 
"the best sense of everything in business"— despite his being the least ex- 
perienced CEO in the study. 

Finally, constant attention to real-time information may allow executive 
teams to gain experience in responding as a group. The frequent review of 
real-time information may develop the social routines people need to re- 
spond rapidly when pressing situations arise. 

Why do the present results fail to support the view that information 
slows strategic decision making (Fredrickson & Mitchell, 1984; George, 
. 1980; Nutt, 1976)? One reason is that this view does not distinguish planning 
information from real-time information on competitive environments and 
firm performance. However, executives do make that distinction. The CEO at 
Promise said: "Tm a numbers guy, but I'm not heavy on analysis." Zap 
executives used computer models but called them “pretty elementary.” On 
the other hand, several teams making slow decisions fit the image of infor- 
mation-users as bureaucratic planners (Quinn, 1980). For example, Omicron 
executives spent about six months developing a forecast of technical trends. 
Thus, it appears that real-time information, which gives executives intimate 
knowledge of their business, may speed decision making, but planning in- 
formation, which attempts to predict the future, does not. 


Speed, Timing, and Number of Alternatives 


Fredrickson and Mitchell described a comprehensive decision-making 
process as one that includes being "exhaustive in the generation and eval- 
uation of alternatives" (1984: 402). However, as they and others (Janis, 1982; 
Vroom & Yetton, 1973) have noted, multiple alternatives are likely to slow 
the strategic decision process. 

In contrast, the data here suggest that faster decision making was asso- 
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ciated with more, not fewer, alternatives. Moreover, the sequencing of alter- 
natives was crucial to the pace. Rapid decisions were characterized by si- 
multaneous consideration of multiple alternatives, and the slower decisions 
were characterized by sequential consideration of fewer alternatives. In for- 
mal terms, 

Proposition 2: The greater the number of alternatives con- 

sidered simultaneously, the greater the speed of the stra- 

tegic decision process. 

The overall propensity of a team to use multiple simultaneous alterna- 
tives was assessed from the interview and story data. The number of alter- 
natives was quantitatively measured in each decision by recording each 
unique alternative mentioned by every respondent. I also determined the 
timing of initiation and discarding of alternatives. Simultaneous alternatives 
were options that executives considered during at least partially overlapping 
time periods. Sequential alternatives were considered at times that did not 
overlap. 

As Table 4 indicates, the data suggest that considering multiple simul- 
taneous alternatives was associated with fast decisions. For example, Zap 
executives typically generated “multiple scenarios.” The alliance decision, 
in which Zap executives considered bank loans, going public, and addi- 
tional venture capital, in addition to the strategic alliance option, corrobo- 
rates that finding. Within the strategic alliance option, Zap executives also 
negotiated simultaneously with several potential alliance partners. 

Another example is the decision on strategic redirection at Triumph. 
The decision makers maintained multiple options, including sale of the 
firm’s proprietary technology, liquidation, a new strategic direction, and 
tactical changes in the existing strategy, during the decision-making process. 
Moreover, firm informants described Harry, the CEO of Triumph, as typi- 
cally retaining multiple options. One executive said, “Harry can live with a 
lot of ambiguity, a wide range of options... . Harry likes to have a larger set 
of options than most people do. He can carry many in his head at once. He 
thinks it's better if you can work a multiple array of possibilities instead of 
just a couple." 

Several Promise executives claimed that team members usually gener- 
ated multiple alternatives. One VP described the tactics as follows: (1) pro- 
posing a sincere alternative, (2) supporting someone else's alternative even 
when actually opposing it, and (3) proposing an insincere alternative, one 
that the proposer did not actually support. The purpose of these tactics was 
to “aerate” different options. 

In contrast, the slower.teams usually considered few alternatives and 
searched for a new alternative only when an old one was no longer feasible. 
For example, the Alpha top management team considered only one new 
product option for almost a year. During that time, the CEO worked alone. 
When the CEO finally made a formal presentation of his alternative, the 
entire team opposed it. Only then did Alpha executives consider a second 
alternative. Similarly, the Neutron team moved to an alliance only when 
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TABLE 4 


Alternatives 


Number of 
Alternatives 


4 


Alternatives 


Alliance 

Public offering 

Bank loans 

Venture capital 

New product 

Extension of existing 
product 

Status quo 

Status quo 

Major strategic shift into 
new markets and 
products 

Minor strategic shift to 
capitalize on sales 
opportunities 

Refine current strategy 

Sell firm's technology 

Liquidate firm 

Major strategic shift 

Low-end product 

Moderate to 
high-end product 

Major strategic shift 

Better management of 
sales and 
manufacturing 

Major strategic shift in 
distribution 

Major strategic shift in 
product and market 

In-house development 

Alliance 

IBM-compatible product 

Interface product 

VLSI* product with U.S. 
partner 

Licensed product with 
Japanese partner 
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Simultaneous 


Simultaneous 


Simultaneous 
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Simultaneous 


Sequential 


Sequential 


Sequential 





“VLSI = very large scale integrated circuit. 


in-house product development plans were so delayed as to require an ex- 
ternal product source. 

Why do the results fail to support the view that consideration of mul- 
tiple alternatives is time-consuming (Fredrickson & Mitchell, 1984; Lind- 
blom, 1959)? One reason is that alternatives are difficult to assess in isola- 
tion. For example, it is difficult to buy a car without looking at several cars. 
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As studies of dialectical inquiry and multiple options have indicated (e.g., 
Anderson, 1983; Schweiger et al., 1986; Schwenk, 1983), the reason is that 
the process of comparing alternatives helps decision makers to ascertain the 
alternatives’ strengths and weaknesses and builds decision makers’ confi- 
dence that the most viable alternatives have been considered. As one Prom- 
ise executive stated, “This [considering multiple alternatives] forces us into 
hypothesis-testing mode." 

Second, having simultaneous alternatives reduces the escalation of 
commitment to any one option (Staw, 1981). Decision makers who pursue 
multiple options have a lower psychological stake in any one alternative and 
thus can quickly shift between options if they receive negative information 
on any alternative. Thus, decision makers who pursue multiple options are 
less likely to become psychologically trapped and can quickly act on nega- 
tive information. 

Third, simultaneous alternatives provide a fallback position. If one al- 
ternative fails, executives can quickly shift to a new one. For example, Zap 
executives simultaneously pursued negotiation with multiple possible stra- 
tegic alliance partners, going public, and obtaining bank loans and venture 
capital. When the “first-choice” alliance partner left the negotiations, the 
president quickly cut a deal with the second choice. If that deal had failed, 
the firm had a backup line of credit and was poised to go public. The entire 
decision process was consummated in three months. In contrast, sequential 
consideration of alternatives provides no such ready fallback positions. For 
example, Presidential executives explored one product option for nine 
months. When that option collapsed, the team had nothing to fall back on, 
and the decision was delayed another five months while the team searched 
for a new option. 

Finally, the view that multiple alternatives are time-consuming does not 
distinguish between the number of alternatives considered and the depth of 
analysis. The slow teams spent a great deal of time— but often on only one 
alternative. For example, Alpha and Presidential executives spent nine 
months working on single alternatives. In contrast, the fast teams pursued 
several alternatives, analyzed quickly. According to laboratory studies (e.g., 
Payne, Bettman, & Johnson, 1988), such a breadth-not-depth decision- 
making strategy is highly efficient in situations in which time pressure is 


high. 
Speed, Power, and the Role of the Counselor 


In addition to the cognitive factors discussed above, political factors 
may also influence the pace of decisions (Mintzberg et al., 1976; Vroom & 
Yetton, 1973). For example, Hickson and his colleagues (1986) found that 
resistance by influential people was a leading cause of delay in making 
strategic decisions in a sample of British organizations. Alternatively, when 
few executives are involved, a decision process can be rapid. For example, 
Vroom and Yetton (1973) advocated autocratic decision making in situations 
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in which speed is essential. From that perspective, centralized power should 
quicken decision making. 

In contrast, the data indicated no pattern linking decision speed to ei- 
ther qualitative or quantitative indicators of power centralization. Some au- 
tocrats were fast, but others were slow.? However, the process whereby CEOs 
gathered advice was important. The teams making faster decisions had a 
two-tier advice process. Their CEOs sought counsel from all members of the 
top management team, but they focused on obtaining advice from one or two 
of the firm's most experienced executives, whom I termed "counselors." In 
contrast, the CEOs whose teams made slow decisions either had no coun- 
selor or had a less experienced executive in the counselor role. In formal 
terms, 

Proposition 3: The greater the use of experienced counse- 
lors, the greater the speed of the strategic decision pro- 
cess. 

Table 5 summarizes the data on counselors. An executive was desig- 
nated a counselor when (1) team executives explicitly identified the indi- 
vidual as a counselor, adviser, or confidante to the CEO, (2) the description 
of the interaction between the CEO and the focal executive indicated a com- 
pany-wide, rather than a functional, range of topics, and (3) there was story 
evidence of the CEO’s seeking the counsel of the focal executive in the 
strategic decision studied. Table 5 also delineates each counselor in terms of 
age, experience, and personality descriptions provided by other executives. 

Every team making rapid strategic decisions had at least one experi- 
enced counselor. For example, the CEO at Forefront described the VP of sales 
as his “confidante.” He described their interaction as “more general than 
just sales,” adding “When I talk with Joe it's often about company issues." 
In the decision studied, this VP triggered the decision by alerting the CEO to 
a major competitor's entry into the market. He then advised the CEO regard- 
ing competitive responses and served as a sounding board for the CEO's 
ideas. 

Frequently, the oldest and most experienced executives filled the coun- 
selor role. For example, the counselors at Zap were 10 to 20 years older than 
most other team members. One counselor, the sales VP, had worked in the 
microcomputer industry since its inception and had top-level experience at 
two prominent firms. The other, the VP of engineering, had worked for 15 
years at a major computer firm, where he had been a senior general manager. 
Zap’s CEO said: “I seek the advice of Bob [sales], the most knowledgeable 
about the market, and Jim [engineering], the best manager." Often, counselors 
were well known to the CEO. For example, at Forefront, Promise, and Tri- 
umph, the CEO and counselor had previously worked together. Finally, the 
counselors frequently were on a career plateau, with their aspirations cen- 


5 Quantitative measures are explained in the Appendix; data are available from the au- 
thor. 
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tering on personal interest. As the VP for sales at Forefront claimed, “I’m not 
in it for the money. It's fun to build an organization again." 

Triumph is a particularly telling illustration. When the CEO joined the 
firm, no one on the existing team fit the profile of an older, experienced 
executive. What did the CEO do? He hired a consultant, whom he had 
known for about 15 years, to fill the counselor role. The 55-year-old con- 
sultant had been a CEO, had extensive industry contacts, and had served on 
several boards. His colleagues described him as “very experienced” and “a 
first-class manager." Firm informants credited the individual with playing a 
critical role in developing alternatives in the new product decision that was 
studied and with being a sounding board for several executives besides the 
CEO. 

In contrast, the slow teams either did not have counselors (Alpha, Neu- 
tron, and Presidential) or had less experienced executives filling the role 
(Omicron). For example, one counselor at Omicron was the VP of strategic 
planning. At 32, he was the youngest executive on the team. His colleagues 
described him as “bright,” but “young.” The other counselor, VP for corpo- 
rate development, was described as ‘‘afraid of managing." 

Why does an experienced counselor speed decision making? One reason 
is that the counselor hastens the development of alternatives, providing a 
quick sounding board for ideas. Also, since counselors are often long-time 
associates of a CEO and are people whose career aspirations have been met, 
they are likely to be particularly trustworthy, enabling executives to be very 
open. Finally, experienced counselors are likely to provide very useful ad- 
vice. 

Second, an experienced counselor can help a team deal with the ambi- 
guity of high-stakes decision making in fast-paced environments. As George 
noted, “In the face of uncertainty embedded in complex issues executives 
often find it difficult to act" (1980: 37). An experienced confidante can help 
overcome such barriers by sharing the decision-making effort and relating 
the decision to past experience. Confidence in a choice is likely to improve 
when the issues have been discussed with an experienced confidante. 

Overall, the results fail to support the view that centralized power ac- 
celerates the pace of decision making (Vroom & Yetton, 1973). One reason is 
that this view neglects the effects of procrastination. People delay because of 
anxiety, inadequate information, and lack of time. These barriers to decision 
afflict autocrats as much as collegial executives. In fact, power centralization 
may exacerbate such barriers by isolating a CEO and creating an information- 
restrictive political culture (Eisenhardt & Bourgeois, 1988). For example, 
Alpha's autocratic CEO characteristically worked alone on the new product 
decision. Since he worked without help, was burdened with his other du- 
ties, and was functioning in the context of a highly political team (Eisen- 
hardt & Bourgeois, 1988), the decision process dragged on for a year. Thus, 
power centralization may give a CEO the authority to decide but does not 
overcome the formidable information and psychological barriers to decision. 
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Speed, Conflict, and Resolution 


Several authors (Hickson et al., 1986; Mintzberg et al., 1976) have ar- 
gued that conflict influences the length of a decision process. For example, 
Mintzberg and his colleagues found that conflict created interruptions in the 
process. Therefore, from this perspective, increasing conflict slows the pace 
of strategic decisions. 

The data indicated no pattern linking decision speed to either the gen- 
eral level of conflict within a team or conflict on the decision studied.® 
However, conflict resolution was crucial. The fast teams actively dealt with 
conflict, with decision makers resolving it on their own. In contrast, conflict 
resolution was problematic for the teams making slow decisions. They 
tended to delay until external events forced a choice. In formal terms, 

Proposition 4: The greater the use of active conflict reso- 
lution, the greater the speed of the strategic decision pro- 
cess. 

Table 6 summarizes the teams’ approaches to conflict resolution. I as- 
sessed conflict resolution from interview responses indicating each team’s 
usual approach and story data indicating the specific approach taken in the 
decision studied. Close attention was paid to whether the process was an 
active one in which decision makers resolved the conflict on their own or a 
passive one in which decision makers delayed the resolution of conflict 
until deadlines approached, opponents of an alternative left the team, or 
external events eliminated competing alternatives. 

Every team making fast decisions took an active approach to conflict. In 
fact, all the fast teams used the same process, termed “consensus with 
qualification” by a Promise VP. Consensus with qualification is a two-step 
process. First, a team attempts to reach consensus by involving everyone. If 
agreement occurs, the choice is made. However, if consensus is not forth- 
coming, the CEO and, often, the relevant VP make the choice, guided by 
input from the entire team. Zap’s VP for engineering described the process as 
follows: "Most of the time we reach consensus, but if not, Randy [the CEO] 
makes the choice." 

Forefront's new product decision illustrates consensus with qualifica- 
tion. The decision generated significant disagreement. Several executives 
argued that a new product would divert engineering resources from a more 
innovative one currently in design. Others argued that a new product was 
necessary to counter the moves of an important competitor. Still others 
argued that a simple extension of an existing product was the appropriate 
choice. The team held a series of meetings, and the final decision was made 
at one such meeting. One VP described the decision as a push for consensus, 
followed by the CEO's decision. Not all the VPs agreed with the choice. 
However, as the CEO told us: “The functional heads do the talking . . . I pull 
the trigger." 


8 Quantitative measures are in the Appendix; data are available from the author, 
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Active 


Consensus 


with 
Firm Qualification 
Zap LS 


Forefront LS 


Promise LS 


Triumph I, S2 


Omicron 


Neutron 
Alpha 


Presidential 


Passive 


ER 


Deadlines Consensus 


LS1 


LS 


Examples 


"It's very open. ... We're 
successful most of the time 
in building consensus. 
Otherwise Randy [CEO] 
makes the choice.” (VP, 
engineering) 

“The functional heads do the 
talking ... then I pull the 
trigger.” (CEO) 

*Quick decisions involving as 
many people as possible.” 
(CEO) 

“Harry [CEO] just said 
something like ‘this is what 
I’ve heard and it makes 
sense.’ " 

" "We will do....’ Harry 
sensed when everyone had 
said enough and all the 
points were out.” 
(consultant) 

“Snap decisions where 
consensus is appropriate 
and vice versa.” (VP, 
finance) 


“Don [CEO] will bring up 
topics over and over till 
decisions go his way.” (VP, 
manufacturing) 

“We found that operating by 
consensus essentially gave 
everyone veto power.... 
Nothing got accomplished." 
(VP, R&D) 





“I = Strong support from interviews, based on evidence from multiple individuals. S = 
Strong support from stories, based on evidence from multiple individuals. 1 — the first decision 
studied in a firm and 2 = the second decision. 


In contrast, conflict resolution was problematic in the slow teams. 
Sometimes, the teams waited for consensus. That behavior was typical at 
Presidential, where the executives agreed that “we did everything by: 
consensus." Not surprisingly then, Presidential executives sought consensus 
on the new product decision that was studied. For a year, debate dragged on 


564 Academy of Management Journal September 


over whether they should develop the product with a U.S. partner. A deci- 
sion was finally reached when several VPs who opposed that proposal left 
the firm, and that option was the only one still available. 

Sometimes, the slow teams waited for deadlines. For example, a dead- 
line—the annual meeting—triggered the Alpha decision. With the meeting 
less than a month away, the top management team rejected the CEO's first 
alternative of developing an IBM-compatible product. Team members be- 
lieved that such a product would stretch R&D and sales resources too thin. 
Frustrated by this rejection and facing an impending deadline, the CEO came 
up with a new alternative. Without consultation, he made the choice him- 
self. As he stated, “I said ‘to hell with it’ and shoved it down their throats.” 

Omicron executives oscillated between consensus and snap decisions 
in the face of deadlines. For example, in the first Omicron decision, the team 
waited for about a year for consensus to emerge. It did emerge only after the 
VP of marketing, the main opponent of the decision that was finally made, 
left the firm. The second Omicron decision was triggered by a deadline. The 
board of directors pressured the team to articulate a strategic direction. The 
CEO stopped consensus-style meetings, and then met alone with several 
VPs. Soon after this, he chose a strategic direction on his own. As he de- 
scribed: “One night, I went home after Andy [VP for strategic planning] had 
been really high on his idea. I slept on it and canned it. I pursued my idea.” 
The CEO's choice was a recent idea that he had never discussed within the 
firm. One VP claimed: [We] make snap decisions where developing con- 
sensus over time is appropriate and vice versa.” 

Why is consensus with qualification rapid? One reason is that it copes 
actively with the conflict common to strategic decisions. It does not involve 
waiting for outside events, such as executives leaving or deadlines arriving, 
to trigger decision. Second, it is popular with executives. Most executives 
want to be involved, but are not anxious to make choices, except in their own 
areas. For example, one VP at Zap claimed: “I’m happy just to bring it [her 
views on the alliance] up." This satisfaction limits time-consuming political 
activity (Eisenhardt & Bourgeois, 1988). 

In contrast, other approaches to conflict resolution are often slow. Con- 
sensus takes time to develop and may never be achieved since many strate- 
gic decisions involve executives who hold honest differences of opinion. 
Although on occasion a team may reach consensus rapidly, more frequently 
consensual conflict resolution results in the situation described by a Presi- 
dential executive: "We found that operating by consensus essentially gave 
everyone veto power. There was no structure. No product would ever get out 
that way. Nothing got accomplished." In fact, many executives dislike the 
consensual approach. Typical were the comments of an Omicron VP: “I 
wanted Bill [the CEO] to dictate and not to waste time in meetings to bring 
consensus. I had more pressing problems to worry about.” Waiting for dead- 
lines is also slow because many strategic decisions do not have them. Dead- 
lines, if they occur at all, may arise only after a long period of time, and so 
many strategic decisions can be postponed indefinitely. 
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The results have similarities with extant literature. As Gersick’s (1988) 
work would predict, the slow teams accelerated their decision processes in 
the face of deadlines. However, they did not shift to the process used by fast 
decision-making teams. Rather, they shifted to the noncomprehensive deci- 
sion process many authors have described (e.g., Fredrickson & Mitchell, 
1984; Lindblom, 1959). For example, the CEO at Alpha made a snap decision 
to develop an interface product that no one had seriously analyzed. Simi- 
larly, the CEO at Omicron chose a strategy that involved major shifts in 
engineering and marketing but never discussed it within the firm. In those 
cases; the executives speeded up the process by making snap choices. Al- 
though others have described such a noncomprehensive process as fast (Fre- 
drickson & Mitchell, 1984), the evidence here suggests that the approach was 
embedded in a slow decision process. Thus, noncomprehensive describes 
the way that slow teams accelerate. 


Speed, Fragments, and Decision Integration 


The final critical difference between teams making fast and slow stra- 
tegic decisions lies in the web of relationships among those decisions. The 
evidence indicates that fast teams attempted to integrate strategic decisions 
with one another and with tactical plans. In contrast, the teams making 
slower decisions treated decisions as discrete and even disconnected events. 
In formal terms, 

Proposition 5: The greater the integration among deci- 
sions, the greater the speed of the strategic decision pro- 
cess. 

Decision integration was assessed using qualitative evidence for teams’ 
usual approaches to decision integration and stories of the specific deci- 
sions. Decisions were examined in relation to their integration with past and 
current strategic decisions and tactical plans like budgets and engineering 
schedules. 

The teams making fast decisions more completely integrated those de- 
cisions with other major decisions and with tactical plans. For example, 
Triumph executives claimed that when they made a major decision, they 
also developed plans to manage the worst case outcome. One VP termed this 
practice “knowing your way out of each decision." During the time of the 
strategic redirection decision studied, the team members integrated their 
choice of strategy with a new product decision, tactical plans for execution, 
and a worst-case plan to sell firm technology. 

The decision began with the arrival of a new CEO. According to firm 
executives, the CEO spent about two weeks conferring with people through- 
out the firm. Gradually, he shifted the team's attention to articulation of 
alternative paths for the firm, including the sale of technology, liquidation, 
a new strategic direction, and tactical changes to the existing strategy. In the 
process of developing and choosing among these alternatives, the executives 
also decided the specifications for a new product, scheduled the timing of 
three new product releases, and rebudgeted the entire firm for the coming 
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year. At the end of six weeks, a new strategic direction was set, anew product 
choice was made, and tactical plans in the form of detailed budgets and 
engineering schedules were complete. 

Similarly, the Zap alliance decision was integrated with other decisions. 
Although Zap executives chose an alliance to solve their short-term cash 
problems, they simultaneously addressed future cash needs by planning an 
initial public offering. The executives made tactical plans for each func- 
tional area and set milestones whose arrival would trigger the public offer- 
ing. Thus, after three months, Zap executives emerged with a plan that 
coordinated the short-term decision to form an alliance with the long-term 
decision to make a public offering, tactical plans to execute a public offering, 
and contingency plans to obtain backup bank credit. 

In contrast, the slow teams made decisions in fragments, with little 
concern for how decisions related to each other or to tactical plans. For 
example, Presidential executives struggled for over a year deciding whether 
to develop a new product. Only after the product decision was made did 
they consider how to integrate the product into their existing product lines. 
Presidential executives were still trying to decide after a year of deliberation. 
As one executive said, "We don't have a strategy of what to do with the 
[product] yet." Because of the delay, the new product still had not produced 
revenue. 

Similarly, Omicron executives reported that they enjoyed thinking 
about strategic decisions in the abstract, “on a blank sheet of paper." Their 
approach to the strategic redirection decisions corroborates this view. Omi- 
cron executives spent about a year deciding whether to change strategy 
without any serious consideration of what the new strategy should be. Hav- 
ing made the decision to switch, they then spent another six months choos- 
ing the new strategic direction. Specific product choices still had to be made, 
and as this research concluded, tactical plans, such as changes in engineer- 
ing priorities and budgets, had not been made. It is striking that, as described 
above, Triumph executives made a similar decision —and chose a new prod- 
uct, scheduled three product releases, and rebudgeted the firm —in six 
weeks, compared to the eighteen months spent at Omicron on the initial 
decision. 

Why is greater decision integration associated with faster decision mak- 
ing? One reason is that decision integration helps executives to analyze the 
viability of an alternative more quickly. Second, it helps them to cope with 
the ambiguity of high-stakes decision making. As the literature on active 
coping suggests (Gal & Lazarus, 1975), development of concrete ties with 
other major decisions and decision details may alleviate the anxiety that can 
plague executives as they face high-stakes decisions. The process of devel- 
oping specific plans may give executives a better understanding of alterna- 
tives and provide feelings of competence and control (Langer, 1975). These 
in turn produce the confidence to act. Also, such integration may limit 
discontinuities between decisions. In contrast, lack of decision integration 
keeps decision making at an abstract level, where anxiety can loom large. 
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The data, especially those from the slow teams, support this interpre-. 
tation. For example, one Omicron executive said, “We don't have the con- 
fidence to know how to do it [set strategic direction]." Another summarized 
the prevailing view: “Maybe we saw too much mystery. Maybe we needed 
more gut. You don't know any more even though you wait." 

Why do the results fail to support previous views of decision integration 
as slow (Fredrickson & Mitchell, 1984; Quinn, 1980)? One reason is that 
prior research has neglected the effects of concrete planning on actively 
coping with uncertainty. Second, the prior views were predicated on the 
idea that executives achieve integration through complex formal planning 
systems. For example, Quinn noted: “The planning activity often tended to 
become a bureaucratized, rigid, and costly paper-shuffling exercise" (1980: 
2). However, the fast decision teams did not integrate decisions using com- 
plex systems involving a wide range of integration techniques, consultation 
with outsiders, or large expenses (Fredrickson & Mitchell, 1984). Rather, 
they maintained mental maps of how decisions fit together and supple- 
mented those maps with brief plans and action-oriented, operational docu- 
ments such as budgets and engineering schedules. For example, Promise 
executives summarized their strategic direction with a three-page statement. 
Overall, the fast decision-making teams simultaneously kept in mind mul- 
tiple decisions. In contrast, the slow teams were linear thinkers, treating 
each decision as a discrete event. 


HOW DOES STRATEGIC DECISION SPEED LINK TO PERFORMANCE? 


The second research question was: How does the speed of strategic 
decision relate to performance? Firm performance was assessed by (1) CEOs' 
numerical self-reports of company effectiveness (0 to 10 scale), (2) a com- 
parison of that rating to ratings CEOs gave to competitors, and (3) sales 
growth and profitability figures before and after the study. At the decision 
level, I assessed performance by whether team executives supported a de- 
cision after the fact, made similar decisions later, and implemented the 
decision. Table 7 summarizes these data. 

The data support the proposition that faster decision making is associ- 
ated with better performance. Admittedly, the evidence is tenuous, because 
performance can depend upon many factors, including those described in 
earlier studies (Bourgeois & Eisenhardt, 1988; Eisenhardt & Bourgeois, 1988). 
Also, fast decision making using a different style than shown in these cases 
might lead to different results. For example, snap decision making by an 
impulsive CEO might lead to fatal errors. However, the proposition is pre- 
sented because the performance differences were substantial and the data 
strongly suggested underlying dynamics that support the relationship. In 
formal terms, : 

Proposition 6: The greater the speed of the strategic deci- 
sion process, the greater the performance in high-velocity 
environments. 
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For example, Zap’s performance has been spectacular, with sales grow- 
ing at 25 to 100 percent per quarter. Zap executives considered the alliance 
decision to have been successful and have since executed other similar 
decisions. Forefront’s executives also positively evaluated their decision. 
One stated: “So far, I like what I see." Another said: “The verdict so far is 
favorable." Forefront has been a strong performer, with sales tripling and 
after-tax profits running at 9 percent during the year after the study. Simi- 
larly, the Triumph and Promise executives assessed their decisions posi- 
tively. For example, one VP at Promise said, “Yes, I’m happy with the de- 
cision. Our strategy is now better articulated." Another at Triumph said, 
“Sure, I’m happy with the decision. It worked well." At the time of the 
study, both firms were struggling. Promise was an early venture just getting 
started, and Triumph had recently replaced its CEO. Since the study, sales at 
Promise have soared 500 percent, and Triumph has become one of only two 
survivors in its niche and has announced plans to go public. 

By contrast, slow decision making was associated with poor perfor- 
mance. For example, Presidential executives viewed their new product de- 
cision as good, but too slow. As one VP told us: “The only problem was that 
it took too long to make the decision." Another said: "Our products were too 
late and they were too expensive." As the firm fell behind its competitors, 
sales tumbled 30 percent in the year after this study, and the firm continued 
to lose money. The delay at Neutron proved costly as well. The market 
opportunity was missed, and the firm went bankrupt a year after the study. 
At Alpha, the executives expressed relief that the CEO's original alternative 
was shelved. However, the firm continued to drift, with stagnant sales and 
profits. 

Omicron is an interesting case because there was a performance turn- 
around. During this study, the firm experienced flat sales and mounting 
losses. Omicron executives attributed much of the problem to the slow de- 
cision making of the CEO. As one VP said: "Bill's procrastination caused the 
problem." But Bill was replaced and, although the data are limited, the new 
CEO appeared to change the decision process. One VP reported: “Jim [the 
new CEO] has a different style, he pays more attention to the numbers." 
Another claimed: “He is not caught in analysis paralysis." Jim was also 
described by the same adjectives that were used to describe the CEOs of the 
fast decision teams——"'decisive," ‘“‘operations-focused,” "hands-on," and 
"jnstinctive." He described others as either fast, indicating approval, or 
slow, indicating disapproval. Although Jim made several changes that 
seemed to improve firm performance (Eisenhardt & Bourgeois, 1988), the 
team agreed that he was "accelerating the decision process." Consistent with 
the proposition linking decision speed and performance, Omicron attained 
a 50 percent sales increase and became profitable during Jim's first year as 
CEO. 

Why is slow decision making problematic? One reason may be learning. 
Executives learn by making decisions, but if they make few decisions, as 
slow decision makers do, they learn very little. So they are likely to make 
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mistakes. A second reason is that, in fast-paced environments, opportunities 
move quickly, and once a firm is behind, it is difficult to catch up. The 
qualitative data were particularly supportive of this point. For example, a 
Presidential VP said: "We tried to use consensus, but it gave everybody veto 
power and we ended up doing a random walk. Our products were too late 
and they were too expensive.” Presidential still has not caught its compet- 
itors. Neutron executives echoed this view. For example, the VP of finance 
observed: “The big players [customers and distributors] were already cor- 
ralled by the competition. We were late.” The firm never regained its early 
momentum and went bankrupt. 

In contrast, the strong performers reiterated the importance of keeping 
pace with the environment. A Promise VP said: "You have to keep up with 
the train.” Zap executives claimed: “If you don’t innovate, someone else 
will.” Their CEO argued that the best management training was playing 
video games, to hone fast decision-making skills. The sales VP at Forefront 
said: "You've got to catch the big opportunities." An executive at Triumph 
advised: "Do something, don't just sit around worrying about decisions.” 
This quote may summarize such ideas best: "No advantage is long-term 
because our industry isn't static. The only competitive advantage is in mov- 
ing quickly" (VP of finance, Promise). 


TOWARD A MODEL OF THE SPEED OF STRATEGIC 
DECISION MAKING 


This research explored the speed of strategic decision making in a high- 
velocity environment. Such environments are particularly challenging be- 
cause information is poor, mistakes are costly, and recovery from missed 
opportunities is difficult. The findings are a set of propositions, depicted 
in Figure 1. They are organized around three mediating processes. 

Several of the propositions focus on how executives making fast deci- 
sions accelerate their cognitive processing. For example, these executives 
immerse themselves in real-time information on their environment and firm 
operations (Proposition 1). The result is a deep personal knowledge of the 
enterprise that allows them to access and interpret information rapidly when 
major decisions arise. In contrast, the slow executives have a less firm grasp 
on their business. So, when strategic decisions occur, they grope about, try 
to plan, and have trouble focusing on key information. The executives mak- 
ing fast decisions also use tactics to accelerate analysis of information and 
alternatives during the decision process. For example, they examine several 
alternatives simultaneously (Proposition 2). The comparison process speeds 
their analysis of the strengths and weaknesses of the options. They also 
gather advice from everyone but focus their attention on the most experi- 
enced executives, who are likely to have the most useful advice (Proposition 
3). Finally, they integrate key decisions and tactical planning within the 
decision process (Proposition 5). Doing so quickens executives' assessment 
of the viability of alternatives. Overall, the executives making fast decisions 
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FIGURE 1 
A Model of Strategic Decision Speed in High-Velocity Environments* 
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accelerate their cognitive processing by using efficient problem-solving 
strategies that maximize information and analysis within time constraints 
(Hayes, 1981; Payne et al., 1988). These strategies are neither comprehensive 
nor noncomprehensive, but rather a mix of both. 

Second, several of the propositions describe how executives making fast 
strategic decisions create a smooth group process. For example, constant 
perusal of real-time information allows executives to rehearse their perfor- 
mance routines with one another (Proposition 1). The result is a team con- 
ditioned to work together successfully in turbulent situations. Similarly, 
although the consensus-with-qualification approach emphasizes the roles of 
executives in their own areas, it also rests on participation by the entire team 
(Proposition 4). The data suggest that executives favor this approach. They 
want a voice but do not necessarily want to make choices, except in their 
own arenas. Finally, the fast teams use a two-tier advice process (Proposition 
3). This advice process emphasizes the role of counselors, but all are con- 
sulted and can participate if they choose. In sum, the fast decision makers 
create a smooth group process through rehearsal and participation. In par- 
ticular, these behaviors yield fast decisions because they combine partici- 
pation and decisiveness in a way that is popular with executives. 
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Several propositions also converge on the importance of confidence in 
high-stakes decision making. Anxiety can cripple decision makers in such 
situations (George, 1980). The teams making fast decisions engage in behav- 
iors to cope with this anxiety and build confidence. One tactic is to rely on 
the counsel of experienced executives, who impart confidence and a sense of 
stability (Proposition 3). A second tactic is to seek multiple alternatives 
(Proposition 2). Doing so gives decision makers the confidence that they 
have surveyed most of the likely options, leaving “no stone unturned.” Most 
important, the fast executives tie together strategic decisions and concrete 
operating plans (Proposition 5). This attention to day-to-day detail and link- 
age across major decisions gives a sense of mastery and control that imparts 
the confidence to act and creates a structure within which action is possible 
(Gal & Lazarus, 1975; Langer, 1975). 

Finally, the findings corroborate an earlier study by Bourgeois and 
Eisenhardt (1988) linking fast decision making with effective performance 
(Proposition 6). The findings suggest a configuration of cognitive, political, 
and emotional processes that is associated with rapid closure on major de- 
cisions. 

This article began by describing the extant views of fast strategic deci- 
sion making: that is, strategic decision making is fast when it is more cen- 
tralized, less comprehensive, and less conflictual. The results fail to support 
these views. Rather, the findings here suggest that comprehensiveness is not 
a single construct. Consistent with laboratory studies of decision making 
under time pressure (Payne et al., 1988), the results suggest that fast decision 
makers try to be efficient in their use of time. So, they are comprehensive in 
some ways, but not in others. For example, they seek advice from the best 
sources but not from everyone, and they develop multiple alternatives but 
analyze them quickly in comparison. “‘“Noncomprehensive’’ better describes 
how slow teams accelerate. The results also differ from the view (Hickson et 
al., 1986; Mintzberg et al., 1976) that conflict is an important determinant of 
pace. One reason may be that those authors focused on situations where 
conflict slowed the pace but not on equally conflictual situations in which 
conflict was resolved. Thus, they could not observe the essential role of 
conflict resolution in determining decision speed (Gersick, 1989; Tjosvold, 
1985). Finally the centralization view (e.g., Vroom & Yetton, 1973) neglects 
that autocrats become bogged down by inadequate information, excessive 
workloads, and anxiety as much as, and perhaps more than, others do. 


CONCLUSIONS EMERGING FROM A RESEARCH PROGRAM 


This work is part of a larger research program on strategic decision 
making in high-velocity environments. The initial article (Bourgeois & 
Eisenhardt, 1988) identified some attributes of successful decision making 
in this setting. A subsequent article on politics explored one of those at- 
tributes: the relationship between a decisive CEO and a powerful executive 
team (Eisenhardt & Bourgeois, 1988). The present article explores a second 
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attribute: fast strategic decision making. The results link fast decisions to 
several factors, including the use of real-time information, multiple alterna- 
tives, counselors, consensus with qualification, and decision integration. 

From this research program, a perspective is beginning to take shape 
that challenges some traditional thinking about strategic decision making. 
This emergent view places crucial importance on top management teams. 
Others (Hickson et al., 1986; Mintzberg et al., 1976) have argued that deci- 
sion characteristics are paramount. The view here is that, although decision 
characteristics are important, there are recurring interaction patterns among 
executives that also profoundly influence strategic decision making and, 
ultimately, firm performance. 

Second, this view emphasizes a complex perspective on cognition. A 
rational versus incremental paradigm has dominated the literature on stra- 
tegic decision making, with the rational model often cast as a straw man 
(Anderson, 1983; Cyert & March, 1963; Lindblom, 1959; Quinn, 1980). The 
results of this research program suggest the limitations of that dichotomy. 
People are boundedly rational but are also capable of engaging in sensible 
problem-solving strategies to help compensate for their limitations. In this 
view, interesting research questions center on problem solving strategies, 
and results from the artificial intelligence literature may be particularly rel- 
evant. 

Finally, the emergent perspective highlights emotion as integral to high- 
stakes decision making. The politics article (Eisenhardt & Bourgeois, 1988) 
indicated that intense emotions such as frustration, distrust, and loyalty 
shaped organizational politics. Similarly, the present article identifies con- 
fidence and anxiety as key factors influencing the pace of decision closure. 
Thus, the view emerging from this research program is that emotion is crit- 
ical for understanding strategic decision making. 

The current article and the overall research program address the process 
of strategic decision making, especially in fast-paced, technology-driven en- 
vironments. The microcomputer industry is admittedly an extreme situa- 
tion, a setting that places an extraordinary premium on fast, high-quality 
decision making. However, if the ideas presented here survive empirical 
tests, they offer lessons for all organizations as they face an increasingly 
turbulent world. 
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APPENDIX 
Quantitative Measures 


Goal conflict (Bourgeois, 1980). The goal question consisted of a list of ten organizational 
goals, introduced by: “In the space provided, indicate how important each of these goals is to 
your firm" (0—10 scale). The goals included: long-term profitability, growth, innovation, stock 
price, company prestige, and community service. Each top management team’s standard devi- 
ation on each of the goal items was summed. 

Policy conflict (Bourgeois, 1980). The questionnaire contained a matrix in which 12 key 
decision areas ran down one side of the paper and executive titles ran across the top. The text 
read: “Here is a list of various decision areas which may be of strategic importance to your firm. 
Please indicate how important each of these decision areas is to the long run health of your 
firm" (0 — not at all important, 10 — extremely important). Decision areas were: marketing 
strategies and product pricing, R&D project selection, expansion of production capacity, major 
financings, and restructuring the organization. The team standard deviation on each of the items 
was summed. 

Interpersonal disagreement (Astley, 1978). Conflict was also measured in terms of inter- 
personal disagreement. In order to obtain interpersonal disagreement scores for each top man- 
agement team, each executive was asked to evaluate the frequency of disagreement with each 
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other specific member of the team. The text read: "How often during the process of deliberating, 
debating, and making policy decisions, have you found yourself in open disagreement with the 
suggestions or proposals of each of these individuals?” (0 = never, 10 = constantly). The mean 
score for each executive and then the overall mean for the team were computed. 

Power (Astley, 1978). Using the same key-decision-area matrix described above, we asked 
executives to assign scores to each manager on each decision in terms of how much influence 
that manager had on the decision (0 = no influence, 10 = very great deal of influence). The text 
read: ‘Now, for the same list of decision areas {excepting those scored 0 or 1), indicate how 
much influence you think each manager has in making decisions concerning that decision area. 
If the manager has a very great deal of influence over the decision area, give a rating of 10; no 
influence would score 0; and so on." Computing mean scores every other respondent assigned 
to an executive involved three steps: a mean power score for each person on each decision; a 
mean score for each decision area (R&D, marketing, finance, manufacturing, and organization); 
and an overall mean. 
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THE AFTERMATH OF ORGANIZATIONAL 
DECLINE: A LONGITUDINAL STUDY 
OF THE STRATEGIC AND MANAGERIAL 
CHARACTERISTICS OF DECLINING FIRMS 


RICHARD A. D’AVENI 
Dartmouth College 


This study looks at the strategic and managerial consequences of orga- 
nizational decline. Comparisons were made among 49 firms filing for 
bankruptcy and between those firms and a matched sample of nonde- 
clining, surviving firms for the five years prior to the bankruptcy fil- 
ings. Four findings emerged: The existence of different patterns of de- 
cline was confirmed. Those patterns were related to the timing of the 
consequences of decline. The consequences of decline included mana- 
gerial imbalances, actions concerned with efficiency, centralization ef- 
fects, and strategic paralysis, all reflecting threat-rigidity responses. 
Finally, despite the adverse effects of organizational decline, bank- 
ruptcy may be delayed or even avoided in an environment of growing 
demand. 


Many authors have studied the consequences of decline (e.g., Cameron, 
Whetten, & Kim, 1987; Whetten, 1980). However, few have explicitly dis- 
cussed longitudinal patterns and rates of decline that may influence the 
timing of those consequences. Drawing on a series of interviews and a small 
number of case studies, Argenti (1976) was perhaps the first to report that 
firms decline at different rates. He also reported three patterns of decline that 
precede bankruptcy and discovered that some bankrupt firms do not fail 
immediately after they decline. Some delay the onset of bankruptcy for 
years. 

To date, Argenti’s findings await confirmation and further explanation. 
Moreover, most studies of the consequences of decline have been theoretical 
summaries (Staw, Sandelands, & Dutton, 1981; Whetten, 1980) or case- 
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oriented reports (Argenti, 1976). Only Miller and Friesen (1977), Cameron, 
Whetten, and Kim (1987), and Cameron, Kim, and Whetten (1987) have 
published large-scale empirical studies that look at the dysfunctional at- 
tributes of postdecline organizations. Miller and Friesen did not specifically 
focus on postdecline problems, and Cameron and his colleagues limited 
their studies to nonprofit organizations. 

As a means of extending knowledge about the consequences of decline, 
this study examined three related research questions. First, what are the 
managerial and strategic consequences of decline? Second, do patterns of 
decline affect the timing of those consequences? That is, do the conse- 
quences of decline develop just before bankruptcy, several years before 
bankruptcy, or both? Third, what characteristics delay the onset of bank- 
ruptcy after a firm declines? In other words, what factors affect the timing of 
bankruptcy? Beyond asking these questions, the purpose of this study was to 
extend and confirm Argenti’s work by using a more generalizable, larger 
sample of for-profit firms than he employed and a more reproducible meth- 
odology, based on quantitative measures. 


LONGITUDINAL PATTERNS OF DECLINE AND THE ONSET 
OF DECLINE 


Consistent with Cameron, Sutton, and Whetten’s (1988) usage, in this 
article "decline" refers to decreasing internal resource munificence over 
time. Declining organizations are declining with respect to two critical re- 
sources: financial and human (managerial) resources. Indicators of declining 
financial resources include decreases in liquidity, profitability, and borrow- 
ing capacity due to increasing leverage (Altman, 1968). Indicators of declin- 
ing managerial resources include decreasing numbers of prestigious top 
managers who add to the human capital of a firm. The educational achieve- 
ment (Becker, 1975) and other status characteristics of a firm’s top managers 
enhance its human capital (D’Aveni, 1987, 1989). 

Internal financial resources are important because they provide funds 
for investment and slack cash to cover short-run cash crises. Managerial 
resources are important because managerial prestige is a resource that pro- 
vides legitimacy in the eyes of external stakeholders. That legitimacy in turn 
assures that a firm has access to needed resources provided by exchange 
partners (D’Aveni, 1989). 

This definition of decline distinguishes between decline and downsiz- 
ing organizational operations. Downsizing involves changes in organiza- 
tional size and scope, such as limiting sales, selling off fixed assets or sub- 
sidiaries, and pruning product-market domains. Although many declining 
organizations also downsize their operations, downsizing and decline do not 
always occur simultaneously or at the same rate. 

' Few studies other than Argenti (1976) have explicitly discussed patterns 
of decline, but several previous studies have implicitly suggested the pos- 
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sibility of differences in firms’ rates of decline and in the length of time to the 
onset of failure once decline is completed. Thus, some patterns that precede 
bankruptcy can be inferred from those studies. Figure 1 illustrates three such 
patterns: sudden decline, gradual decline, and lingering. 

Sudden decline is characterized by the rapid collapse of a firm, followed 
by sudden bankruptcy. Richards (1973) and Argenti (1976) found that some 
firms declined rapidly after taking on the higher risks associated with a very 
costly series of frequent or major acquisitions and plant expansions. Miller 
and Friesen (1977) also found a common failure syndrome characteristic of 
what they called impulsive firms. These were relatively small or competi- 
tively disadvantaged firms that undertook bold or frequent strategic reori- 
entations. Such reorientations financially overextend firms because they are 
costly and disruptive (Tushman & Romanelli, 1985). 

Gradual decline is characterized by the slow, incremental decline of a 
firm, followed by a bankruptcy filing immediately after the decline is com- 
plete. Miller and Friesen (1977) found two types of firms that gradually 
withered away: stagnant bureaucracies and headless firms. Both declined 
gradually because their inflexibility or aimlessness caused them to become 
increasingly insensitive to their external environments. They failed to adapt 
by undertaking too few strategic reorientations, which in turn incrementally 
increased their misfit with their environment (Tushman & Romanelli, 1985). 
These firms are similar to Argenti's (1976) type 2 failures. 

Lingering is exemplified by firms that decline, either rapidly or gradu- 
ally, but then delay bankruptcy for several years. They exist in a postdecline 
state of inadequate financial and managerial resources. Argenti (1976) found 
several firms that lingered in a postdecline state and labeled them type 3 
failures. These firms used downsizing activities as a means of temporary 
survival, sometimes delaying bankruptcy for several years. Although the 
literature on gradual and sudden decline has stressed the causes of decline, 


FIGURE 1 
Proposed Patterns of Declining Resources Preceding Bankruptcy 
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work on postdecline firms has emphasized the managerial and strategic 
problems caused by decline itself. This literature is discussed in more detail 
below. 


THE CONSEQUENCES OF DECLINE AND THEIR TIMING 


Whether organizational decline is quick or slow, once it is finished, 
postdecline firms evidence strategic behaviors that are not observed among 
healthy firms (Whetten, 1980). For example, by the time decline is complete, 
firms are often in a state of strategic paralysis (Whetten, 1980). Cameron, 
Whetten, and Kim (1987) found evidence, albeit weak, that postdecline col- 
leges had high levels of resistance to change and low levels of innovative 
activities. 

Such behavior may be the consequence of severe postdecline resource 
scarcity. Resource scarcity alone does not, however, explain the paralysis of 
postdecline firms, because some troubled firms use downsizing activities to 
generate cash to fund turnaround activities (Hambrick & Schecter, 1983). 
The aftermath of organizational decline leaves firms with many dysfunc- 
tional managerial attributes, other than resource scarcity, that can cripple 
their ability to act effectively (Whetten, 1980). Thus, the consequences of 
decline may contribute to postdecline firms’ inability to initiate or imple- 
ment a successful turnaround. 


Strategic and Managerial Characteristics of Postdecline Firms Not Found 
in Healthy Firms 


Postdecline firms are distinguishable from firms that have not declined 
because the former are paralyzed strategically. For the reasons discussed 
below in this section, postdecline firms also engage in downsizing and cen- 
tralization, and they have inadequately staffed top management teams that 
contribute to their paralysis. 

Hypothesis 1: Postdecline firms display strategic and 

managerial characteristics not found in healthy firms. 
More specifically, compared to similarly sized, successful firms in the same 
environment, 

Hypothesis 1a: Postdecline firms show strategic paralysis 

by taking less domain initiative: they enter fewer new 

lines of business and make fewer mergers and acquisi- 

tions. 


Hypothesis 1b: Postdecline firms downsize their opera- 
tions, exiting more lines of business and liquidating or 
divesting more subunits to generate cash. 


Hypothesis 1c: Postdecline firms have a larger percentage 
of their top management teams reporting directly to their 
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chief executives, indicating centralization through tighter 
supervision of the decision making process. 


Hypothesis 1d: Postdecline firms show managerial imbal- 
ances through the presence of a higher percentage of peo- 
ple with legal, financial, or accounting backgrounds on 
their top management teams. 


Hypothesis 1e: Postdecline firms also show managerial 
imbalances through having a lower percentage of people 
with marketing, R&D, and production and operations 
backgrounds on their top management teams. 

Those differences result because decreasing internal resources may, 
among other things, generate a threat-rigidity response among the managers 
of declining firms (Staw et al., 1981). The elements of such a response in- 
clude restricting some types of information processing, emphasizing effi- 
ciency, and increasing centralization of the decision-making process. Some 
of the expected actions concerned with efficiency are the use of downsizing 

‘measures, such as divesting subunits and liquidating fixed assets to generate 
cash and to cut excess capacity. A typical centralization action is increased 
supervision of the decision-making process by a central authority like the 
chief executive officer (CEO). An increasing span of CEO control, or increase 
in the percentage of top managers reporting directly to the CEO, would 
evidence centralization. 

Despite the wealth of theory suggesting that centralization is part of a 
threat-rigidity response, two recent studies found no evidence of centraliza- 
tion in response to threats in a laboratory setting (Gladstein & Reilly, 1985) 
or in response to declining revenues among universities (Cameron, Kim, & 
Whetten, 1987; Cameron, Whetten, & Kim, 1987). Conversely, D'Aunno and 
Sutton (1988) found that drug abuse treatment centers centralized in re- 
sponse to financial threats. 

These efficiency and centralization responses, if they occur, tend to 
lessen a firm's overhead costs in the short run. However, the net effect of 
such responses is that, under threat, many firms do not adapt. Actions taken 
to achieve centralization and efficiency do not resolve a firm's underlying 
strategic problems. Efficiency actions do not create strategic turnarounds 
(Hambrick & Schecter, 1983) because they do not affect a firm's domain or 
move it to a more favorable domain. In addition, centralization actions may 
inhibit effective adaptation because bureaucracies become more rigid as a 
result of attempts to improve productivity through increased supervision 
(Masuch, 1985; Meyer, 1985). 

Another reason for lack of adaptation is that, under threat, top- 
management teams become focused on short-run goals, to the exclusion of 
long-term planning and needed strategic change (Hall & Mansfield, 1971; 
Smart & Vertinsky, 1977). Thus, postdecline firms fail to make strategic 
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changes and ignore the need for significant domain initiatives, such as en- 
tering new lines of business or acquiring new subunits. 

As postdecline firms face serious cash crises and new creditor demands, 
the composition of their top-management teams may become unbalanced for 
two reasons related to threat-rigidity response. First, an efficiency orienta- 
tion may lead firms to cut back discretionary expenditures and managers in 
critical functions such as marketing, R&D, and throughput. (Throughput 
refers to production activities, or to operations in nonmanufacturing firms.) 
Second, cash-starved postdecline firms may create top-management teams 
that are unbalanced, with an overemphasis on serving their creditors’ de- 
mands. As Pfeffer and Salancik (1978), among others, have suggested, firms 
gather managerial resources to cope with their critical resource dependen- 
cies. Thus, postdecline firms seek the managers best trained to deal with 
creditors and short-term cash goals and are likely to hire people with fi- 
nance, accounting, and legal backgrounds whose underlying disciplines are 
based on monitoring and controlling discretionary expenses, debt conve- 
nants, contractual agreements, and the cost of capital. 

Unfortunately, managers from these backgrounds may lack the market- 
ing training needed to adapt to competitive trends (Hayes & Abernathy, 
1983). They are also likely to lack the level of knowledge about technological 
matters, production methods, and other organizational throughput systems 
that managers who have spent most of their careers in operations will have 
accumulated. This lack of knowledge may inhibit both operating and stra- 
tegic turnarounds by making it impossible for a firm’s managers to initiate 
truly effective changes in its efficiency or in its product-market domains 
(Hayes & Abernathy, 1983). 

Admittedly, the relationships just sketched are oversimplifications. 
Functional backgrounds do not totally constrain people’s choices because 
people can develop new strategic repertoires by gathering information from 
others with different backgrounds. However, even though the debate is still 
ongoing (Walsh, 1988), several researchers (Aguilar, 1967; Dearborn & Si- 
mon, 1958; Hambrick & Mason, 1984; Kefalas & Schoderbek, 1973) have 
argued that functional backgrounds influence information-processing abili- 
ties, strategic preferences, knowledge about strategic options, environmental 
scanning, and other aspects of strategic decision-making processes. 


Patterns of Decline and Differences in the Timing of the Consequences 
of Decline 


When do the consequences of decline (Hypotheses 1a to 1e) first show 
themselves? That is, does the aftermath of decline first occur just before 
firms go bankrupt or several years before? 

Hypothesis 2: Failing firms that evidence different pat- 
terns of decline will evidence consequences of decline at 
different times relative to their bankruptcy date. 

If firms follow different patterns of decline, the timing of the conse- 
quences of decline should differ. Gradual and sudden decliners do not com- 
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plete their decline until just before they go bankrupt. On the other hand, 
lingerers complete their decline several years before they fail and remain in 
a postdecline state until they fail. 

Hypothesis 2a: Gradual decliners will not show the con- 

sequences of decline that postdecline lingerers do several 

years before bankruptcy. 


Hypothesis 2b: Gradual decliners will show the same con- 
sequences of decline that postdecline lingerers do just 
before going bankrupt. 

Similar hypotheses can be drawn for firms that decline suddenly. 

Lingerers and gradual decliners should be different several years before 
they fail because the former have declined and the latter have not. However, 
just before bankruptcy, both types of firms have finished their declines, and 
thus both should show evidence of decline at that time. 

Hypothesis 3: Certain factors explain the delay in the on- 
set of bankruptcy once decline is complete. 

There is a second way to look at the timing of the consequences of 
decline. Instead of looking at when a firm has completed its decline, a 
researcher can look at when the bankruptcy occurs by asking what factors 
allow some firms to delay bankruptcy. An answer to this question may 
explain why the consequences of decline may be evident for long postde- 
cline periods among lingerers and for just a short postdecline moment 
among sudden and gradual decliners. In other words, the question addresses 
the factors that allow some firms to linger. 

For the reasons discussed after the following subhypotheses, I propose 
that postdecline lingerers are distinguishable from firms that decline but do 
not linger because the lingerers are in more favorable environments or have 
size-related attributes that contribute to their (perhaps temporary) survival. 
That is, compared to firms that fail immediately after they decline, 

Hypothesis 3a: Postdecline lingerers are in industries 
with higher growth in the rate of demand, and they go 
bankrupt later if that growth rate becomes negative. 


Hypothesis 3b: Postdecline lingerers are in industries 
with more demand uncertainty. 


Hypothesis 3c: Postdecline lingerers have more fixed as- 
sets that can be liquidated. 


Hypothesis 3d: Postdecline lingerers have a higher 
amount of long-term debt, encouraging creditor commit- 
ment. 

Staw and his colleagues (1981) pointed out that the consequences of a 
threat-rigidity response are not always dysfunctional. Efficiency responses, 
for example, may save a firm if they generate enough cash to keep a firm 
going until environmental conditions have improved enough to help it sur- 
vive (Zammuto & Cameron, 1985). An improving environment, one in which 
demand is growing, may delay the failure of some weak firms in postorga- 
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nizational decline because, as demand grows, competitive pressures are less- 
ened and industry shakeouts are avoided (Porter, 1980), Although a buoyant 
environment may save some postdecline firms from bankruptcy, this re- 
prieve may be only temporary. When and if the environment becomes hos- 
tile (demand declines), the lingering period will end, and the firms are likely 
to fail. Only adaptive, strategically well-positioned firms will survive a de- 
mand decline (Harrigan, 1980). 

Other environmental factors may make it possible for postdecline firms 
to linger. Uncertainty with respect to the rate of demand growth, for exam- 
ple, may encourage creditors to allow a troubled debtor firm to linger. If next 
year's demand growth is unpredictable, it is impossible to be sure about the 
firm's fate, perhaps encouraging creditors to hold a false hope of recovery. 
This belief may in turn delay a bankruptcy because the creditors may hope 
for a miracle, especially if they are averse to recognizing big losses (Kahne- 
man & Tversky, 1979). 

Some postdecline firms may also be able to delay bankruptcy for size- 
related reasons. There is considerable evidence, at the individual level of 
analysis, that investors prolong the life of some firms because of escalating 
commitment (e.g., Staw, 1976; Staw & Fox, 1977). The literature on commit- 
ment suggests that firms owing significant sums of money ensnare creditors 
because lenders delay the recognition of significant losses. 

Some large postdecline firms may be able to forestall bankruptcy be- 
cause they are capable of staving off their creditors' demands for cash with 
their great ability to downsize their operations. Postdecline firms with large 
amounts of fixed assets can generate cash through prebankruptcy liquida- 
tion. Others may generate cash by exiting low-margin lines of business and 
liquidating subunits (Hypothesis 1b). Some of Argenti's (1976) type 3 fail- 
ures survived only as long as they could continue a prebankruptcy disband- 
ing of organizational assets. Similarly, Miller and Friesen found a failure 
syndrome, which they called “swimming upstream” (1977: 268), that in- 
volved seriously troubled firms using downsizing to survive. 

Finally, some firms delay bankruptcy permanently by turning around. 
The issue of how to reverse the effects of decline is, however, outside the 
scope of this study. Instead, Hypothesis 3 looks at the less frequently dis- 
cussed question of why unreversed decline does not always cause bank- 
ruptcy, at least in the short run. 


METHODS 


A matched-pairs design was used for this study. The sample was com- 
posed of 49 large bankrupt firms and 49 survivors matched by environment 
and size. For each pair, data were collected for the five years preceding the 
bankruptcy. This type of design allowed me to classify the bankrupt firms 
according to their longitudinal pattern of decline over their last five years of 
existence. Then I was able to compare the postdecline lingerers to their 
matched survivors as a means of assessing the consequences of decline. I 
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was also able to compare the postdecline lingerers to gradual decliners at 
various points in time. 


Sample Design 


The sample was selected in three steps. First, a random sample of bank- 
rupts was selected from a population of large bankruptcies. Second, I ex- 
cluded "intentional" bankruptcies and firms with insufficient data. Third, 
the bankrupts were matched by the process described below. 

The bankrupt firms. Firms were randomly selected from among the 
1,000 approximately largest (by sales size) bankruptcies that occurred be- 
tween 1972 and 1982 in the manufacturing, retail, and transportation sectors 
of the U.S. economy. I identified this population of bankruptcies from Chap- 
ter X and XI filings mentioned in published reports of stock exchange delist- 
ings, unpublished data used by Dun and Bradstreet for its bankruptcy sur- 
vey, records of the Securities and Exchange Commission, Altman's (1983) 
research, and articles indexed in the Funk and Scott Index of Corporate 
Change. 

The population was limited to large bankruptcies because small failing 
firms must be treated as a separate class of failures outside the scope of this 
study. Small firms do not decline because they may never reach a suffi- 
ciently high level of resources from which to decline (Argenti, 1976). 

In order to facilitate the data analysis, I excluded bankrupt firms that 
had not been listed in the Dun and Bradstreet Directory of Corporate Man- 
agement, a major data source for this study, for all five years prior to the 
bankruptcy. Only 63 firms met this criterion. 

So that all the bankruptcies studied would represent failures, I also 
excluded one "intentional" bankruptcy from the sample, leaving a potential 
group of 62 bankrupt firms. I defined intentional bankruptcy as bankruptcy 
used as a legal tactic to cope with onerous labor contracts, product liability 
or antitrust suits, or hostile takeover attempts. 

The matching process. Three independent judges identified a matched 
survivor for each bankrupt firm. The match was a firm that (1) closely re- 
sembled the bankrupt firm in sales size and product-market mix five years 
prior to the bankruptcy and (2) was not in the process of failing. This latter 
criterion was deemed satisfied if the match was as profitable as firms in the 
top half of its industry in the year of bankruptcy or if it had survived at least 
three years beyond the bankruptcy date. Appendix A contains a detailed 
description of the matching process. Five bankrupts could not be matched, 
leaving a potential sample of 57 matched pairs: 33 in manufacturing, 16 in 
retailing, and 8 in transportation. 

The sample selection and matching process controlled for two com- 
monly cited causes of bankruptcy: liabilities of newness and smallness. The 
median-sized firm in the sample had approximately $100 million in sales. 
(The renge was $25 million to $1.5 billion.) These size requirements resulted 
in a sample that approximately controlled for age. All firms were at least 
nine years old, which is well beyond the age of liability for newness. 
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The success of the matching process was verified using a logistic regres- 
sion analysis on the bankrupts and their matches. This analysis showed that 
organizational age, size (sales or number of employees), and environmental 
conditions (real demand-growth rate and variability in the primary and sec- 
ondary lines of business) were not associated with bankruptcy at any time 
between the fifth year and the last year before bankruptcy. 


Data Sources and Time Frame 


All data were gathered from archival sources. Financial data were taken 
from Moody’s Manuals. The environmental data were collected from De- 
partment of Labor and Interstate Commerce Commission publications. Man- 
agement data were taken from Dun and Bradstreet’s Directory of Corporate 
Managements. The data were collected for both the matched and the bank- 
rupt firm for a period of five years preceding each bankruptcy. I designated 
the fifth year before bankruptcy as T — 5, the fourth year preceding it as T — 4, 
and so forth. Data on earlier years could not be collected because of limita- 
tions in the information contained in the Directory of Corporate Manage- 
ments. 


Measuring Decline and Classifying Firms by Patterns of Decline 


Financial resources. The financial resources of the firms studied were 
measured with a single variable: equity divided by total debt. This variable 
reflects the unused borrowing capacity of a firm because it is the inverse of 
the leverage ratio. A firm with a low equity to debt ratio, or high leverage, 
cannot borrow as much as it could if it had a high equity to debt ratio (low 
leverage). I chose equity divided by debt as a measure of financial health 
over return on assets or equity because Casey and Bartczak (1984) found that 
return and cash flow variables are not as good barometers of bankruptcy as 
balance sheet variables like equity over debt. In any event, equity over debt 
is highly correlated with return on assets for this sample (r = .80, p < .001, 
in year T — 1). In addition, measures of financial liquidity, such as the cur- 
rent ratio! and the ratio of working capital to total assets, are highly corre- 
lated with equity over debt (both Spearman r's — .51, p « .001, in T— 1). 
Thus, equity over debt is a good proxy for the overall financial resources 
available to a firm. 

Managerial resources. The prestige of the top-management teams of the 
same firms was measured using a scale composed of the sum of five stan- 
dardized items (X — 0, s.d. — 1) that captured the top managers' status as 
evidenced by their educational and professional affiliations. Although all 
top managers of large organizations can be considered part of the “power 
elite" (Giddens, 1972: 348; Mills, 1958: 11), there is an inner circle within 
the managerial elite whose members differ significantly from the larger elite 


1 The current ratio is current assets divided by current liabilities. 
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with respect to their educational characteristics and professional affiliations 
(Allen, 1978; Useem & Karabel, 1986). 

Prestigious professional affiliations were measured using three items 
that captured the board memberships of each firm’s top managers: (1) the 
number of outside boards that the CEO sat on, (2) the number of officers who 
sat on outside boards, and (3) the total number of outside boards upon which 
the officers sat. For the purposes of these measures, officers included vice 
presidents and their superiors, corporate secretaries, general counsels, con- 
trollers, and treasurers. An outside board was a board of directors of a profit- 
making firm other than the firm employing an officer. Previous research 
(Clement, 1977; Domhoff, 1967; Dye, 1983; Porter, 1957; Warner & Abegglen, 
1955) has found multiple board memberships to indicate membership in the 
inner circle of the managerial elite. 

Prestigious educational affiliations were captured using two measures. 
First, I used the average education of a team’s members because I presumed 
that professional managers add more credibility to a top team than do un- 
educated managers (Baker, 1982; Blau & Duncan, 1967; Chandler, 1977; 
Clement, 1977). I derived average education by measuring each officer's 
level of education with a scale ranging from 1, did not graduate from high 
school, to 7, holds a Ph.D. degree. Second, the percentage of members of 
a top team that graduated from elite undergraduate institutions, such as 
Ivy League schools and a small number of highly respected research univer- 
sities like MIT, was used because I presumed that association with elite 
universities creates more credibility and prestige than does association 
with less visible schools (Baltzell, 1958; Clement, 1977; Domhoff, 1967; 
Mills, 1958). This item ignores the prestige effect of schools that have mid- 
dle-level or regionally good reputations. Unfortunately, measuring such 
prestige effects is very difficult. Many differences of opinion would result in 
coding the 2,000 officers included in this study. Therefore, I chose the 
narrower, more reliable, and, hence, more conservative measure of elite 
schools. 

The prestige scale demonstrated good reliability in T—1 (a = .77) and 
maintained its reliability over the entire time frame of this study. Cronbach 
alphas never fell below .75 for any period. The prestige scale’s construct 
validity was also high. Each of the five items correlated highly with 
prestige.” The average Pearson correlation coefficient of the items with the 
scale was .72, with a range of .52 to .81, all significant at the p < .001 level. 
In addition, prestige was not highly correlated with a top team’s size. 

Internal resource munificence. In order to capture both the financial 
and managerial aspects of decline, I developed a composite variable, labeled 
the D-score. The D-score combines two variables, equity over debt and pres- 
tige, into one index of the internal resource munificence of each firm. Both 


? Correlations between each item and the scale can be seen as each item’s factor loading 
onto the prestige scale. 
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variables were standardized (x = 0, s.d. = 1), and they were not correlated 
in any of the five years preceding bankruptcy. The rationale for this index 
lies in the fact that each variable contributes to the overall internal munifi- 
cence of a firm, but neither fully captures the availability of important re- 
sources. 

The weighting of equity over debt and prestige in the D-score was es- 
tablished by estimating a function that discriminates between the bankrupts 
and their matched survivors as of the last fiscal year-end prior to the bank- 
ruptcy (T — 1). The empirically derived discriminant function was D-score = 
(1.84 x equity/debt) + (0.528 X prestige) + 0.11. Because the D-score is an 
empirically derived discriminant function, it is an index that weights finan- 
cial and managerial resources in a way that maximizes ability to predict 
failure. A low D-score, for example, indicates a high probability of a firm’s 
being a bankrupt in T — 1. The D-score can be used as a measure of decline 
because a firm's probability of failing over time can be tracked. As a firm's 
D-score decreases over time, the firm declines because its chances of failure 
increase and its managerial and financial resources are declining. 

The D-score captures the decline phenomenon that it was intended to 
measure. As expected, on the average, survivors and bankrupts have differ- 
ent patterns of D-scores over time (see Figure 2). The results of t-tests com- 
paring bankrupts to their matched survivors indicate that the bankrupts' 
means are significantly lower than the survivors’ in years T—5 to T —1 (p< 
.001 in all years, except T —3, where p < .04). Most of the slippage in the 
bankrupts’ D-scores occurs from year T —3 to year T — 1. In t-tests comparing 
bankrupts to themselves in the previous year, the bankrupts do not differ 
significantly from T —5 to T —4 or from T —4 to T — 3. However, from T — 3 to 
T —2, the bankrupts are not quite significantly different at the p « .14 level. 
From T — 2 to T — 1, the difference is significant (p < .02). In contrast, t-tests 
comparing survivors to themselves in the previous year show that the sur- 
vivors' means do not differ significantly over time. 

Classifying the bankrupt firms by pattern of decline. The bankrupt 
firms were classified into patterns of decline by cluster-analyzing the failing 
firms using each firm's profile of D-scores from the fifth to the last year 
before bankruptcy. Seven firms had to be dropped from the analysis because 
financial data were missing. I also dropped an extreme outlier from the 
analysis because it distorted the clustering: in one year, the firm had issued 
a massive stock offering but had had almost no debt. This highly unusual 
case resulted in a very high equity to debt ratio and a D-score that was 27 
standard deviations from the mean. These exclusions left a sample of 49 
failing firms. 

Ward's minimum variance hierarchical clustering algorithm (available 
in SAS) was used. This algorithm clusters firms using the squared Euclidean 
distance between them. Figure 2 shows the mean D-scores over the five-year 
study period for the three-cluster solution that resulted from this analysis. 
The cubic clustering criterion was maximized at the three-cluster solution, 
and the semipartial R-squares associated with the four- to six-cluster solu- 
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tions dropped off significantly, indicating that the three-cluster solution is 
the best from a statistical point of view. 

The high correlations between D-scores at T—5, T —4, and so forth were 
expected to produce some error in the Euclidean distance measure. How- 
ever, a qualitative review of the clustering results indicated that the high 
correlations did not have much effect on the purity of the clusters. Individ- 
ual firms in the clusters almost always showed the same patterns of D-scores 
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over time as the cluster's average. Only three or four firms showed patterns 
that were far enough away from their cluster centroid to suggest that they 
should be considered peripheral to their cluster. A review of clustering 
solutions based on as many as six clusters indicated that the original three 
clusters were very homogeneous. 

There were 25 firms in cluster 1, 19 in cluster 2, and 5 in cluster 3. At 
each point in time, F-tests indicated that the clusters' means were signifi- 
cantly different at the .001 level; thus, the data do not support the joint 
hypothesis that the means for the three clusters are equal in any year studied. 

Clusters 1 to 3 identified three types of declining firms: lingering firms, 
gradually declining firms, and rapidly declining firms. I labeled the clusters 
on the basis of the level of each cluster's D-score and the significance of 
changes in those levels. For example, the cluster 2 firms were labeled grad- 
ual decliners because they had high D-scores (70) five years before bank- 
ruptcy (T —5), but they had completed their declines in T — 1, just before they 
went bankrupt, showing low D-scores. The average D-scores in T—1 and 
T—5 for cluster 2 firms were significantly different (p < .05). In contrast, 
cluster 1 firms appeared to linger in a postdecline state from at least T — 5 to 
T —1, exhibiting an average D-score significantly lower (p < .05) than those 
of the gradual decliners in T — 5. Moreover, the cluster 1 firms did not appear 
to be declining—their average D-score in T —5 was not significantly differ- 
ent from the average in T — 1. Because Dun and Bradstreet did not publish 
management data for a substantial portion of the sample for the years prior 
to T — 5, it was impossible to test whether the lingerers had suffered a decline 
in D-score before the period shown in Figure 2. 

However, the lingerers did exhibit a substantial decline before the fifth 
year prior to bankruptcy in one component of their D-scores. On the average, 
the lingerers' equity to debt ratio fell significantly (t = —2.34, p « .02), from 
.64 (s.d. = 0.35) in T - 10 to .43 (s.d. = 0.25) in T—5. An informal review of 
the small number of firms for which management data from before T — 5 were 
available indicated that the lingering firms also declined with respect to their 
managerial assets. 

In contrast to the results based on data from the failing firms, a similar 
cluster analysis of the matched survivors did not yield the same patterns of 
decline over time, no matter what cluster solution was observed. In general, 
the survivors clustered into groups that exhibited stable D-scores over time 
at levels well above those of the failing firms. 


Measuring Strategic, Managerial, Environmental, and Size Variables 


Strategic variables were assessed through measures of domain initiative 
(Hypothesis 1a) and downsizing activities (Hypothesis 1b). The managerial 
variables were percentage measures of the composition of the top- 
management teams by functional background (Hypotheses 1d and 1e). I as- 
sessed the amount of centralization around the CEOs (Hypothesis 1c) using 
formal titles and measured environmental variables using measures of in- 
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dustry demand growth (Hypothesis 3a) and demand uncertainty (Hypothesis 
3b). Finally, I measured size-related variables with accounting measures of 
fixed assets (Hypothesis 3c) and total long-term debt (Hypothesis 3d). Ap- 
pendix B defines these measures and summarizes the sources of the data 
used. 

The variables listed in Appendix B were calculated as two-year averages 
to smooth out momentary fluctuations. I based the two-year averages on two 
periods, T—5 to T—4 and T —2 to T— 1, to capture any timing differences 
that might exist. The period T—5 to T—4 was treated separately from the 
period T —2 to T—1 because T —3 was a turning point for the failing firms; 
it was the year that the average D-score began its decline among the bankrupt 
firms. 


Data Analyses 


Several analyses were undertaken. I compared the lingerers to their 
matched survivors in T —5 to T — 4 to test for hypothesized postdecline char- 
acteristics that healthy, nondeclining firms should not exhibit. The lingerers 
were also compared to gradually declining firms at T — 5 to T —4 and T — 2 to 
T —1 as a test for the hypothesized differences in the timing of the conse- 
quences of decline and the onset of bankruptcy that accompany different 
patterns of decline. Because the cluster results assigned only five firms to 
cluster 3, these firms were not used as a standard of comparison. The small 
number of firms in cluster 3 (sudden decliners) makes statistical analysis 
involving this category meaningless. Since directional hypotheses have been 
provided, all statistical tests were one-tailed. 


RESULTS 
Descriptive Statistics 


Table 1 reports the intercorrelations among the managerial, strategic, 
size-related, and environmental variables used in the hypotheses. This ma- 
trix is based on two-year averages as of T—5 to T—4. The results indicate 
that two variables, exits and entries, were very highly correlated, suggesting 
a need to check for multicollinearity in some of the analyses performed. In 
addition, some of the managerial variables were modestly correlated among 
the bankrupts but not among the survivors, or vice versa. I was not, therefore, 
able to combine any of the management variables into meaningful scales that 
could be applied throughout the study, especially since I have frequently 
compared the bankrupts to the survivors in the same analyses. 


Hypothesis 1 


The first group of hypotheses predicted several strategic and managerial 
consequences of decline. I tested them using t-tests and logistic regression 
analyses; their results appear in Tables 2 and 3, respectively. These analyses 
compared the postdecline lingerers to their matched survivors in T—5 to 
T —4. Because of the matching process, these analyses controlled for orga- 
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nizational size and environment. Size-related and environmental variables 
were included in the multivariate analyses because the most conservative 
approach was to include the control variables as a way to ensure that the 
matching worked and that parameter estimates in which all else was equal 
were obtained. Only one size-related variable (long-term debt) appears in 
model 1 (Table 3). Net fixed assets, total assets, and sales were not signifi- 
cant, nor did they yield results that contradicted the statistical inferences 
presented. Finally, tests indicated that multicollinearity between exits and 
entries did not affect the results. 

The results indicate support for most of the hypotheses. Hypothesis 1a, 
which predicted that postdecline firms would exhibit strategic paralysis, 
received partial support. According to both the univariate and multivariate 
tests, the postdecline firms showed less merger and acquisition activity. 
Contrary to the hypothesis, the data do not support the assertion that post- 
decline firms enter fewer new lines of business. However, on reflection, this 
result also indicates a form of strategic paralysis, because the postdecline 
firms are not attempting more diversification as a means of escape. 

Hypothesis 1b, which predicted that postdecline firms would show con- 
siderably more downsizing activity, was partially supported. According to 
both the univariate and multivariate tests, the postdecline firms showed 
significantly more liquidations and divestitures. Both tests also showed that, 
contrary to the hypothesis, the data do not support the assertion that post- 
decline firms drop more lines of business. However, on reflection, this may 
represent a further elaboration of the strategic paralysis hypothesis (1a): 
postdecline firms appear to liquidate more subunits, but they do not change 
strategically because they do not exit business in which they are weak. 

The logistic regression analysis weakly (p < .10) supported Hypothesis 
1c, which predicted that postdecline firms centralize as part of a threat- 
rigidity response. Postdecline firms show evidence of more supervision of 
underlings by their CEOs. The data partially supported Hypotheses 1d and 
1e, which suggested certain managerial imbalances would result from a 
threat-rigidity response. According to the multivariate results, the postde- 
cline firms had fewer R&D, throughput, and marketing people among their 
top managers, indicating that the firms had deemphasized critical functions. 
The t-tests also showed evidence of more financial people, indicating that 
the bankrupts emphasized efficiency and financial concerns. 

Finally, t-tests (Table 2) indicate that most of the predicted differences 
between postdecline lingerers and their matched survivors persisted into 
years T—2 to T— 1. Thus, the lingerers show no evidence of reversing the 
consequences of decline during their lingering period. 


Hypothesis 2 


The data supported the hypotheses predicting differences in the timing 
of the consequences of decline among the gradual decliners and the linger- 
ers. Hypothesis 2a predicted significant differences in T —5 to T — 4 because 
the lingerers are in a postdecline condition but the gradual decliners have 
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TABLE 3 
Results of Logistic Regression Analysis Using the Two-Year Average 
for the Fourth and Fifth Years Before Bankruptcy 


Parameter Estimates* 
Model 1: Model 2: Model 3: 
Lingerers Lingerers Lingerers 
Versus Versus Versus 
Variables Matched Survivors Gradual Decliners Gradual Decliners 
Management 
R&D people —.56*** —47*** —.35 
(.00) (.00) (77) 
Marketing people —.11* —.11* 
(.07) (.07) 
Legal people .07 .09t .03 
(.06) (.07) (.06) 
Throughput people EES —.12* —.11** 
(.07) (.06) (.05) 
Financial people .03 —.01 .01 
(.05) (.04) (.04) 
CEO span of control 04+ .07* 
(.03) (.04) 
Strategy 
Entries —1.52 1.19 .64 
(1.52) (1.16) (1.16) 
Mergers and acquisitions — 2.68* —2.37t —1.70 
(1.58) (1.91) (1.52) 
Exits .80 —3.44* — 2.62* 
(1.60) (1.85) (1.39) 
Liquidations and divestitures 2.25** 1.17t DÄ 
(.96) (.76) (.65) 
Control variables 
Long-term debt .02* .02* oit 
(.01) (.01) (.01) 
Industry growth —.04 =.12* —.08t 
(.07) (.07) (.06) 
Industry uncertainty ER 14 — 00 
(.15) (.18) (.16) 
Intercept — 4.08 —1.04 2.82 
(2.66) (1.91) (2.39) 
Overall x? 35.70,,*** 26.25,,*** 206.10,;** 


* Two variables were dropped from the logistic regression models because of multicollin- 
earity. Standard errors are in parentheses. In all models, lingerers = 1; matched survivors or 
gradual decliners = 0. 

tp<.10 
* p< .05 
** p « 01 
*** p « .001 


not yet declined at that time. I tested this prediction using t-tests and logistic 
regression analyses, whose results appear in Tables 2 and 3, respectively. 
Models 2 and 3 in Table 3 show the results of two logistic regression analyses 
comparing the strategic and managerial characteristics of postdecline linger- 
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ing firms with those of the predecline gradual decliners in T—5 to T—4. 
These analyses control one size-related characteristic (long-term debt) and 
two environmental characteristics, industry growth and demand uncer- 
tainty, both in the firms' primary lines of business. Because of a problem 
with multicollinearity between the variables measuring marketing people 
and CEO span of control in this particular subsample, I dropped the mar- 
keting people variable from model 2 and CEO span of control from model 3. 
Finally, tests indicated that multicollinearity between exits and entries did 
not affect the results. 

As predicted in Hypothesis 2a, both the univariate and multivariate 
analyses showed that the lingerers were significantly different from the grad- 
ual decliners in years T —5 to T — 4. With some minor differences in results, 
these analyses generally yielded the same conclusions as the analyses com- 
paring lingerers to their matches in those years. According to the multivari- 
ate tests, the lingerers have fewer R&D, marketing, and throughput people, 
and they evidence more centralization of authority around the CEO (p « .05). 
Although the lingerers do not show any significant evidence of having more 
financial people, they do show evidence of having more legal people, as 
predicted. Also as predicted, the lingerers show modest evidence of lower 
merger and acquisition activity (p < .10 in both univariate and multivariate 
tests) and higher liquidation and divestiture activity (p « .05 in univariate 
tests). Thus, the results generally supported Hypothesis 2a. 

The logistic regression equations shown in Table 3 indicate an unex- 
pected result. It was predicted that lingerers would drop more lines of busi- 
ness than would firms that had not yet declined. The logistic analyses in- 
dicated that the lingerers did not engage in more exits than their matches 
and, more interestingly, they engaged in fewer exits than the gradual declin- 
ers in the T—5 to T —4 period. That pattern suggests that the lingerers may 
have designed their liquidations merely to generate cash, without any stra- 
tegic change. Post hoc, this finding further confirms that postdecline firms 
suffer strategic paralysis. 

Hypothesis 2b predicted that the strategic and managerial differences 
between gradual decliners and lingerers would evaporate by the second year 
before bankruptcy, when both are in a postdecline state. I tested this hy- 
pothesis by comparing the gradual decliners to the lingerers in T — 2 to T — 1. 
As expected, the differences reported for T—5 to T —4 were not present in 
the later period. The statistics from the t-tests (Table 2) show that, once the 
gradual decliners have completed their decline in T —2 to T — 1, most of the 
differences are less pronounced. I do not present logistic regression analyses 
for T-2 to T—1 in Table 3 because their results were not significant. Thus, 
findings support Hypothesis 2b. 


Hypothesis 3 


Hypotheses 3a to 3d predicted that the lingerers would have some char- 
acteristics in the fourth and fifth years before bankruptcy (T —5 to T — 4) that 
the gradual decliners would not have in T—2 to T — 1. These characteristics 
were proposed as explanations for the lingerers' ability to delay the onset of 
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bankruptcy after decline. I also proposed that lack of these factors explained 
why the gradual decliners were not able to delay bankruptcy after they 
declined. 

‘The results of t-tests, presented in Table 4, support Hypothesis 3a, 
which predicted that lingerers were able to linger because buoyant environ- 
ments with growing demand saved them from immediate bankruptcy. In 
contrast, the gradual decliners died immediately after they declined because 
their environments were hostile (declining). In years T—5 to T —4, the lin- 
gerers were in significantly faster-growing lines of business than the gradual 
decliners were in when they declined, in T — 2 to T — 1. Furthermore, by T—2 
to T— 1, the lingerers’ environments were declining at rates similar to those 
of the gradual decliners. Thus, the lingerers went bankrupt when their buoy- 
ant environments evaporated. 

The results shown in Table 4 do not support Hypotheses 3b to 3d. 
Environmental (demand) uncertainty, ability to liquidate fixed assets, and 
creditor commitment do not appear related to the ability to delay bankruptcy 
after a decline. 


CONCLUSIONS AND DIRECTIONS FOR FUTURE RESEARCH 


This study makes two types of contributions. First, it defined and mea- 
sured organizational decline in a new way, treating decline as a pattern of 
decrease over time in a firm's internal resources as measured by an index of 
internal resource munificence. The index is consistent with previous defi- 
nitions (Cameron et al., 1988) but also extends those definitions by combin- 
ing two aspects of decline, declining human (managerial) and monetary 
resources, into one definition. The index also extends previous definitions 





TABLE 4 
Results of t-tests Comparing Lingerers to Gradual Decliners 
Means“ Significance Levels 
Gradual Lingerers, T-5 Lingerers, T—2 
Decliners, Lingerers, Lingerers, to T--4, Versus to T—-1, Versus 
T-2 T-5 T-2 Gradual Decliners, Gradual Decliners, 
Variables to T-1 to T-4 to T-1 T-2to T-1 T-2to T-1 
Long-term debt 79.9 90.2 104.2 
(153.9) (98.7) (129.2) 
Net fixed assets 75.9 88.6 104.1 
(113.4) (110.0) (162.4) 
Industry growth —0.99 5.13 —2.54 We 
(7.84) (7.33) (7.42) 
Industry uncertainty 7.65 8.15 6.97 
(4.97) (5.37) (4.45) 


* T—5 to T —4 are two-year averages based on the fifth and fourth years before bankruptcy; T~2 to T—1 
are two-year averages based on the second and last years before bankruptcy. Standard deviations are in 
parentheses. 

**p«.01 
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by including aspects of organizational legitimacy that are created by mana- 
gerial resources (D'Aveni, 1989). 

Second, the results indicate four important findings about the timing 
and nature of the strategic and managerial consequences of organizational 
decline. First, results confirmed the existence of different patterns of de- 
cline. Second, these patterns of decline are related to the timing of the 
consequences of decline. Third, the consequences of decline include man- 
agerial imbalances, actions concerned with efficiency, centralization effects, 
and strategic paralysis, all reflecting threat-rigidity responses. Finally, firms 
may delay or even avoid bankruptcy if their environment is sufficiently 
buoyant (growing) to support a resource-deficient firm. 

One of the more interesting and unexpected findings was that size- 
related characteristics do not seem to affect the length of a postdecline lin- 
gering period. The lingerers did not have more fixed assets, indicating they 
had no greater ability to downsize assets than other failing firms had. The 
lingerers also did not have more debts, indicating no greater potential for 
encouraging creditor commitment than other failing firms had. 

It should be noted, however, that these size-related conclusions may 
have limited applicability because the sample included only large bankrupt 
firms. Moreover, the imperfect measurement of ability to downsize opera- 
tions may have influenced results. Perhaps saleable assets would be a better 
measure than the only available proxy variable, net fixed assets, which this 
study used. Net fixed assets include assets that may not be saleable and 
hence are useless for downsizing. Similarly, the average size of creditor 
losses may be a better measure than the only available proxy, long-term debt, 
which this study used. Long-term debt fails to consider the importance of the 
size of a potential loss relative to the total assets of each of a firm's various 
creditors. Thus, future research may identify the same kind of commitment 
on the inter-organizational level of analysis that Staw (1976) and others have 
found at the individual level of analysis. 

Although lingering among medium-sized and large firms may or may 
not be size-related, downsizing actions may aid lingering. However, the 
effectiveness of downsizing actions depends on environmental conditions. If 
an environment continues to improve (i.e., demand grows), the conse- 
quences of decline are not dysfunctional. Downsizing and efficiency actions 
buy time in which an environment can improve and enable a firm to reverse 
its decline. However, if an environment worsens, downsizing and efficiency 
actions are insufficient because they do not change a firm's strategic direc- 
tion or move it to a more favorable environment. Thus, postdecline firms 
linger only as long as their environment remains supportive. 

Downsizing operations may buy time, but it does not necessarily buy a 
turnaround. If a downsizing firm gets lucky, environmental factors may save 
it. If the firm is unlucky and its environment becomes more hostile, down- 
sizing and efficiency actions are only fuel for temporarily perpetuating the 
lingering paralysis. When downsizing is used in this manner, an organiza- 
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tion is in the process of demise, that is, the prebankruptcy disbanding of 
organizational assets, which is, at best, bankruptcy without the name. 

Downsizing assets may become part of a firm’s problem because it can 
become a narcotic-like habit, providing an illusion of temporary well-being 
that gets harder to maintain as a firm exhausts its supply of nonessential 
subunits. Moreover, from the perspective of shareholders, an early bank- 
ruptcy may be preferable to a slow demise. At least bankruptcy provides 
relief from constant cash crises and gives protection from immediate asset 
seizures and liquidations forced by creditors. 

Further study of successful downsizing strategies may reveal that piece- 
meal downsizing is just a way to increase a firm’s luck. Such a study might 
also reveal that piecemeal downsizing is not as successful as major retrench- 
ment, which generates cash for more than debt service. To succeed in hostile 
environments, downsizing assets may have to buy more than time by creat- 
ing enough slack to fund significant diversification efforts and strategic 
change. 

The results of this study suggest, however, that postdecline managerial 
imbalances may inhibit the use of downsizing as a source of funds for sig- 
nificant domain change and other turnaround strategies. A functionally un- 
balanced top management in the years well before a bankruptcy occurs 
(here, years T — 5 and T — 4) may be both the consequence of previous (before 
the fifth year preceding bankruptcy) organizational problems and, at the 
same time, the antecedent of future (after the fifth year) organizational prob- 
lems. 

Although this view suggests that managerial action is the source of 
turnaround behavior, it must be tempered by recognizing that managerial 
variables are not solely responsible for strategic actions. Industry exit barri- 
ers, for example, may also trap some firms in situations they cannot escape 
(Porter, 1980). Further research is needed to answer questions about envi- 
ronmental factors that trap postdecline firms in a state of paralysis. 

Moreover, this study has not sought to confirm the causal connections 
that exist among the managerial and strategic variables it tested. The study 
is only a first attempt at confirming previous theoretical work on the timing 
and nature of differences between healthy and postdecline firms. Nor was 
this study designed to investigate the underlying reasons for the connections 
between managerial and strategy variables. Do the unbalanced managerial 
backgrounds of a firm's top managers, for example, make a difference be- 
cause of the managers' cognitive limitations, the innovative orientation and 
training associated with various career tracks, or a lack of heterogeneity in 
the top team? These questions remain unanswered. 

Finally, since this study did not look at postdecline firms that later 
turned around, no prescriptive conclusions can be drawn about appropriate 
turnaround strategies. Future research could address the extent to which 
changing managerial characteristics generates effective turnarounds by us- 
ing a sample that includes firms with improving scores on the index of 
interna] resource munificence used in this research. Such studies might also 
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consider turnaround strategies as actions that break the vicious trap created 
by decline. Recent studies of turnaround (e.g., Hambrick & Schecter, 1983) 
have not addressed the difference between breaking out of the postdecline 
trap and reversing decline while it is still in process. Future research on 
turnarounds may reveal that a successful turnaround strategy for lingering 
firms relies on the art of eliminating postdecline paralysis and managerial 
deficiencies. In contrast, successful turnarounds for gradually and suddenly 
declining firms may rely on the art of reversing the causes of decline. 
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APPENDIX A 
The Matching Process 


The matching process had three stages. First, a research assistant identified a comprehen- 
sive set of potential matches for each bankrupt firm. All firms in a set had roughly the same sales 
volume as the bankrupt firm in the fifth year before bankruptcy (T —5), and all were listed in 
Ward's Business Directory under the bankrupt firm's top two (by sales volume) three-digit 
Standard Industrial Classification (SIC) codes or in Standard and Poor's published lists of firms 
by four-digit SIC codes. As with the bankruptcies, potential matches were excluded if they were 
not listed in the Dun and Bradstreet Directory of Corporate Management. The research assistant 
was otherwise lenient, so each list usually had 5 to 20 potential matches. Data on a firm's size 
and products and markets (from Moody's Industrial and OTC Manuals) for year T — 5 and on its 
profitability in year T were included in a comprehensive file. 

Second, three judges worked independently to select their first and second choices for 
matches from each file. The judges considered size and product-market mix (both in T —5) as 
equal primary matching criteria. Then they turned to profitability in year T and ruled out poor 
performers in that year. The profitability condition was imposed to eliminate survivors in year 
T that might have gone bankrupt after the time frame of the study. 

The independent matching process resulted in at least two of the three judges' agreeing on 
first choices for 53 of the cases. For these 53, all three judges made the same first choice in 28 
cases, and in 18 more cases, the dissenting Judge had the majority's choice as his second choice. 

The final step was to resolve the 9 disputed cases. The judges reached a negotiated con- 
sensus for 4 of the cases but concluded that the other 5 had no satisfactory matches. Thus, the 
final number of matched pairs was 57. After matching was complete, 8 other pairs were elim- 
inated from some of the analyses because of missing financial data or inability to classify them 
by pattern of decline. This left a final sample of 49 matched pairs. 


APPENDIX B 
Measurements? 


Strategy Constructs and Variables 


Domain initiative was measured with (1) mergers and acquisitions, the number of wholly 
owned subunits acquired by or merged into a firm (source A) and (2) entries, the number 
four-digit SIC codes added to a firm's portfolio (source B). 


* Key to the data sources listed: 

Moody's Industrial Manual and Moody's OTC Manual. 

Dun and Bradstreet's Million and Billion Dollar Directories. 

Dun and Bradstreet's Directory of Corporate Managements. 

U.S. Census Bureau and Department of Commerce publications, including Annual Survey 
(continued) 
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Downsizing was measured with (1) liquidations and disposals, the number of wholly 
owned subunits liquidated or disposed of (source A) and (2) exits, the number of four-digit SIC 
codes dropped from a firm's portfolio (source B). 


Management Constructs and Variables 


Top team composition was measured with (1) financial people, the percentage of top team 
members whose dominant career background was in the financial or accounting functions, (2) 
legal people, the percentage of top team members whose dominant career background was as an 
attorney or as an employee in a corporate counsel's office, (3) marketing people, the percentage 
of top team members whose dominant career background was in sales or marketing, (4) R&D 
people, the percentage of top team members whose dominant career background was in R&D, 
and (5) throughput people, the percentage of top team members whose dominant career back- 
ground was in production or internal operations. For retailers, operations included store man- 
agement and warehousing and purchasing functions. For transportation firms, operations in- 
cluded maintenance, scheduling, and other operations. The top team included all officers as 
defined in the body of this article. (All source C.) 

Note that for any given firm, these five top management team variables do not sum to one. 
Several functional background categories that were coded (e.g., general management, personnel, 
etc.) were not included in this study. 

CEO's control or supervision over members of the top management team, a form of cen- 
tralization, was measured with CEO span of control, the percentage of members of the top team 
whose formal titles indicated that they were on the hierarchical layer immediately below the 
CEO (source C). 


Environmental Constructs and Variables 


Industry growth was measured with industry demand growth, the annual percentage 
growth rate in total industry revenues (source D) in real dollars for the firm's primary four-digit 
SIC code (source B). 

Industry uncertainty was measured with industry demand uncertainty, the variability in 
annual industry demand growth rates calculated as the mean percentage deviation of the actual 
demand growth rate from the five-year average demand growth rate (source D). In specific, this 
variable used the demand growth rates for a firm's primary four-digit SIC code (source B) for the 
five years leading up to the year in question. 

Common measures of variability, such as the standard devlation, were not appropriate here 
since demand growth showed systematic trends over the five-year period for many lines of 
business. To account for such trends, the measure chosen was the mean absolute value of the 
percentage deviation of the actual demand growth rate from the trend, developed by Lev and 
Kunitsky (1974). This value will be close to zero when the actual growth rates in a series do not 
deviate much from the systematic trend, indicating a smooth, or certain, series. If the rates 
fluctuate wildly, this value will be large, indicating uncertain future demand growth rates. 


Size-Related Constructs and Variables 


Asset downsizing ability was measured using a firm's net fixed assets in millions of dollars 
(source E). A measure of saleable assets was unavailable, so net flxed assets was used as a proxy. 
Creditors' commitment was measured with a firm's long-term debt in millions of dollars 
(source E). Long-term debt was used as a proxy for this construct because it is a measure of 
aggregate losses suffered by creditors of a bankrupt firm. Better measures, such as the average 


of Manufacturers, Industrial Outlook, Statistical Abstracts, Current Business Reports, and 
similar reports of the Federal Aviation Administration and the Interstate Commerce Com- 
mission for the transportation industries. 

E = Financial statements from Moody's Industrial Manual and Moody's OTC Manual. 
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EFFECTS OF SMOKING CESSATION 


Although popular folklore maintains that smoking cessation has side 
effects, there has been surprisingly little empirical research on the effects of 
cessation (Manley & Boland, 1983). The research that does exist focuses 
primarily on the two weeks following cessation and clearly indicates that 
increased hunger and weight gain, constipation, irritability, insomnia, light- 
headedness, inability to concentrate, restlessness, tremors, craving for ciga- 
rettes, headaches, and nervousness, resulting in increased anxiety, accom- 
pany cessation (Brecher, 1972; Guilford, 1966; Horn, 1970; Knapp, Bliss, & 
Wells, 1963; Larson & Silvette, 1968, 1971; Schiffman & Jarvik, 1976). 

Most individuals want to stop smoking to increase personal health and 
longevity. In the long run, smoking cessation should lead individuals to 
think of themselves as healthier and, in fact, they are likely to enjoy better 
health after they have stopped smoking. However, short-run perceptions 
about health may not be the same as long-term perceptions, especially since 
the research cited above suggests that many physical symptoms related to 
poor health accompany the cessation of smoking. Hence, we hypothesized 
that, in the short run, people who stop smoking will give lower appraisals of 
their health than will people who do not smoke or who continue smoking. 


MOOD, INFORMATION PROCESSING, AND JOB SATISFACTION 


Clearly, psychological and physiological withdrawal from smoking has 
a negative impact on a person's overall mood, accompanied by an increased 
appetite and resultant weight gain. But how might this shift in personal 
mood be related to work perceptions and work behavior? 

Motowidlo (1986) developed an information-sampling model of person- 
nel decisions based on the view that attitudes like job satisfaction are will- 
fully constructed judgments of a job (Salancik & Pfeffer, 1978). Incorporating `- 
the empirical research by Bower (1981), Clark and Isen (1982), and Tversky 
and Kahneman (1973), Motowidlo suggested in his model that information 
processing occurs in two simultaneous steps: (1) individuals encode present 
job observations or experiences in the form of memory and (2) encode their 
own current mood in a manner that associates this mood with the content of 
the experience or observation. When people are later asked to evaluate their 
job satisfaction, their mood at the time of retrieval influences the job-related 
information retrieved. This process occurs in such a manner that informa- 
tion stored in memory under a specific mood becomes more easily accessible 
if it is congruent with an individual's present mood: “People in a positive 
mood are more likely to recall positive information; people in a negative 
mood are more likely to recall negative information" (Motowidlo, 1986: 37). 
Hence, positive moods should bias individual judgment of job satisfaction in 
afavorable manner, and negative moods should bias judgments unfavorably. 

Applying Motowidlo's model to this investigation, we posited that the 
negative shift in mood created by smoking cessation should cause individ- 
uals to judge their job satisfaction to be lower than they would otherwise. 
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When their mood is negative, people dwell on negative remembered infor- 
mation, thereby producing a negative evaluation of job satisfaction. A sim- 
ilar logic can be applied to individual judgments about job-related tensions. 

Sharp changes in mood that negatively influence job attitudes may also 
result i in increased absence from work. This view is consistent with the 
Steers and Rhodes (1978) model of absenteeism in which job satisfaction and 
a variety of external pressures, such as fear of losing a job, work group norms, 
and incentive systems, influence an individual's motivation to attend work. 
Smokers have higher rates of absenteeism (Terry, 1971), which is one of the 
motivators for employers' prohibiting smoking and encouraging cessation. 
But what are the short-run effects of smoking cessation? To the extent that it 
decreases job satisfaction and self-reported health, we hypothesized that 
stopping smoking will increase absenteeism in the short run. 
| SUMMARY OF HYPOTHESES 

We propose that, in the short run, smoking cessation will significantly 
change an individual's mood, which will result in both negative perceptions 
about! work and increased work absence. In line with past research, we 
believe that those who stop smoking will experience an increase in weight as 
a result of poor eating habits and increased appetite. People who have re- 
cently stopped smoking will also give lower appraisals of their health than 
will other individuals. To explore these hypotheses, this study identified 
four groups: individuals who had never smoked (N = 206), smokers (N = 
96), exsmokers at the time the study began (N — 86), and people who 
stopped smoking during the study period (N = 34). By determining if the 
patterns of attitudes for these groups were significantly different, we tested 
the hypothesized implications of smoking cessation. l 

i 


METHODS 
Respondents and Procedures 


The respondents were recruited from a small manufacturing division of 
a multinational chemical corporation and from a large health insurance com- . 
pany. Participation was voluntary and part of a larger research project eval- 
uating the effectiveness of health promotion programs in work settings. Sur- 
veys were administered at the job sites during working hours. A community 
health team took weight and height measures, also during working hours. 
The surveys were administered twice, 12 to 16 months apart. Atten- 
dance! data were gathered for the 12 months prior to the first survey admin- 
istration in each company and for 12 months afterwards, prior to the second 
survey administration. Managers were responsible for keeping track of em- 
ployee attendance with one exception: time clocks monitored the attendance 
of union employees at one of the sites. At the time of the study, neither site 
had policies prohibiting smoking in the workplace, but both offered smoking 
cessation programs. 
| 


| 


! 
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The respondents consisted of 138 men and 284 women and included 
individuals from all levels of the two organizations. The mean age was 35.2 
years, with a range of 20 to 75 years (s.d. = 9.41). The group of recent 
exsmokers was the youngest; their mean age was 32.2 years. 


Measures 


The study measured variables for the following categories: mood; job 
perceptions and attitudes; absenteeism; and health, eating, and weight. 

Mood included measures of quality of life, depression, anxiety, somatic 
complaints, and negative affect. The Appendix lists all items in the scales 
assessing those constructs. The quality of life instrument (Medical Datama- 
tion Inc., 1982) measured general life satisfaction and emotional well-being. 
Respondents ranked their level of comfort with themselves, their relations 
with others, their ability to meet life's demands, and their ability to enjoy 
life. This instrument employed 24 items anchored on a 7-point scale by “low 
or poor" and “high or good." 

The depression, anxiety, and somatic complaints scales were developed 
from factor analysis of an individual strain measure constructed by Adams 
(1981). This factor analysis was derived from a sample of 646 individuals 
comparable to the subjects of this investigation (Manning, Williams, & 
Wolfe, 1988). These scales included 18 items that respondents rated on a 
5-point response format (“rarely to never" to “quite frequently"). Represen- 
tative items included “feel depressed or remorseful,” “feel irritable," and 
“sweaty and/or trembling hands." 

The negative affect scale from the Affect Rating Scale (Sipprelle, Gilbert, 
& Ascough, 1976) was employed to measure this construct. The scale con- 
sists of eight items anchored on a 7-point rating scale ranging from “not at 
all” to “very much." Respondents were asked to determine how well eight 
words, including fearful, angry, and bitter, described their general feelings. 

The job perceptions and attitudes category included two measures: job 
satisfaction and job-related tensions. We measured job satisfaction by having 
respondents rate ten items on a 7-point scale ranging from *''dissatisfied" to 
“satisfied” (Manring, 1979). The items related to specific aspects of jobs, 
such as the nature of the task, the quality of supervision, relations with 
people, and freedom to use personal judgment and initiative. The Appendix 
lists all ten job satifaction items. The Job-Related Tension Index (Kahn, 
Wolfe, Quinn, Snoek, & Rosenthal, 1964) is an instrument consisting of 18 
items scored on a 7-point scale (‘‘never” to "nearly all the time"). Represen- 
tative items included the following: ‘‘Feeling that you have too little author- 
ity to carry out the responsibilities assigned” and “Feeling that you have to 
do things on the job that are against your better judgment." 

Absenteeism was assessed as the number of total hours of short-term 
(less than or equal to two days) and long-term (more than two days) absence. 
Time 1 absence measures covered the 12-month period prior to the admin- 
istration of the first survey. Time 2 absence measures were computed by 
totaling absence for the 12 months following completion of the first survey. 
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We divided the absence figures by the number of months the employees had 
been employed each period. Therefore, these absence figures represent 
monthly averages. 

Self-appraised measures of health and of eating habits and a measure of 
weight were also obtained from the respondents. For the first, we asked, 
"Considering your age, how would you describe your overall physical 
health?" A 4-point scale, from “excellent” to “poor,” anchored this item. 
The eating habits scale (Mahoney Institute for Health Maintenance, 1984) 
consisted of ten items rated on a 7-point scale (“‘never” to always"). Exam- 
ples of the items are “I go on eating binges and feel out of control" and “I 
snack:between meals." The Appendix gives the complete scale. 

Individual weight and height were measured by a community health 
team. A weight ratio was obtained by dividing measured weight by ideal 
weight, an index dependent on height and gender. This ratio translates an 
individual's height and weight into an index of adiposity, or surplus of body 
fat. Kannell (1983) suggested that this measure is highly correlated to most 
other measures of adiposity. 

To establish the categories of smoking behavior, respondents were asked 
to describe themselves as smokers or exsmokers or as never having smoked. 
Recent exsmokers were people who listed themselves as smokers at time 1 
and as exsmokers at time 2. Although a self-report of smoking status is not 
the measure of first choice in the smoking cessation literature —biomedical 
verification is the standard —Pechacek, Fox, Murray, and Luepker (1984) 
indicated a reasonable correlation between self-reported smoking cessation 
and biomedical verification. As a further check on the validity of our self- 
report! measure, interviews with individuals who reported they stopped 
smoking led us to conclude that these individuals did in fact curtail their 
smoking behavior. 


RESULTS 
Demographic Differences Between Smoking Groups 


Cross-tabulated analyses of age, gender, education, and marital status 
were performed on the four smoking-behavior categories. Only in the case of 
gender were there significant differences in results. Almost equal numbers of 
men and women were in the recent exsmoker category, but fewer women 
quit smoking during the study. Women also made up a smaller percentage of 
the long-term exsmokers, but that was probably because women were less 
likely to smoke in decades past. 


Analysis of Smoking-Group Differences 


Data analysis was conducted in several stages. First, we computed zero- 
order correlations for time 1 and time 2 measures to assess the intercorrela- 
tion among study variables and the stability of relationships (Table 1). As 
expected, this analysis indicated significant intercorrelations for dependent 
variables within and between our four measurement categories. Overall, a 
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similar pattern of correlations appears in both time 1 and time 2 analyses. In 
addition, the test-retest correlations exceed .47, except for short-term ab- 
sence (.28) and long-term absence (.00). 

Because many of the dependent measures were intercorrelated, we con- 
sidered the MANOVA procedure to be the most appropriate analytic tech- 
nique for exploring differences among the smoking groups. This procedure 
compensates for variable intercorrelation and provides an omnibus test of 
any multivariate effect. Following this strategy, we computed a MANOVA 
with the results for the dependent measures from time 1 to test whether 
differences existed between smoking groups prior to changes in individuals’ 
smoking status. This analysis was statistically significant (Rass = 1.38, 
p < .05). To understand the underlying contributions of the variables to the 
significant multivariate effect, we computed means and univariate ANOVAs 
for the four groups for time 1 (Table 2). These results show that differences 
between the four smoking groups were significant on only one of the time 1 
variables, eating habits (F4 4:3 = 3.32, p < .05). In this instance, a posteriori 
tests indicated that continuous smokers had a lower mean score on poor 
eating habits than the other three smoking categories—smokers who would 
become recent exsmokers at time 2, long-term exsmokers, and those who had 
never smoked. Although not significant at conventional levels, results of the 
ANOVA for short-term absence were close to significant (F; 418 = 2.56, p < 
.10). 

To provide a proper multivariate test of the differences among smoking 
groups at time 2, unbiased by group differences at time 1, we controlled the 
entire set of time 1 measures with a covariance procedure in the time 2 
analysis. The results of this multivariate analysis of covariance indicated a 
statistically significant difference between the smoking groups at time 2 
Gaam = 2.02, p < .01). 

To interpret the significant multivariate F and clarify the differences 
between groups at time 2, we computed group means, univariate ANOVAs, 
and a posteriori contrasts for the time 2 dependent measures (Table 3). The 
only exception to this procedure was the computation of a univariate AN- 
COVA for the eating habits variable with time 1 eating habits held constant. 
The logic behind these procedures was that, at a univariate level, it only 
makes sense to control variables that produced a group main effect at time 1. 
Results indicated that 10 of the 12 dependent variables showed significant 
univariate differences. Within the mood category, recent exsmokers reported 
lower levels of quality of life, more depression, and higher levels of anxiety 
and negative affect. These findings for recent exsmokers were all signifi- 
cantly different from the findings for the other three groups. The same pat- 
tern existed with job satisfaction. For job-related tensions, recent exsmokers 
reported significantly higher job tension levels than continuous and long- 
term exsmokers; however, their scores were not statistically different from 
those of respondents who had never smoked. 

Some differences in absenteeism emerged between the four smoking 
groups. Levels of short-term absence were highest for recent exsmokers and 


Academy of Management Journal September 


612 











to -d,, 
so >d, 
0rd, 
“sUOPPTALION ]50]01-80] ale sosonjuered uj senpeA 'Z eurn 107 ere o[Burepr] reddn ey} ut eso pue g our 10j are ouer IOMO, eq UJ SuOj?[e1107), 
wall mab OS IZ VO wat Gah £0— OFO wsl? sat satt S0 — opel 3qSI9M "ZI 
eZ’ ge »»07 sall IZ Kr SL »48T. "US »x0£' "4 aaff o aa IZ SZ- syqey Zuppe "Tr 
wate BZ" ww (19°) Ir wat wa — £4.07 — wat whee OE” GE" XOZE— peq powrerdde-jqag "Or 
1q8]eA pue Sum teen 
zo 00' „80° (00) x02 00" 460-— — 490 v0 £0" 480 £0 -— un83uo] '6 
oo . O wat sB? xn (82") 180 — .4.81- — ,90 v 407 (OU aw LT" He un0j-uOQqS 9 
qmuour&moq 'uisroojuosqy 
Lë 08" £0 — mab? wat 90: — £0 — ..(69)  .489—  ,«.08 sa SV. PP: | ` £489 pals gogo peje[a1-qof 4 
gg 99' SQ aal wat Lä aal aal — 4S (I8) — 4489 OE 440€ aal VOU LB uopoezspes qof 9 
j ; sapnjpje pue suopdeoxed qo[ 
94 EN S0' nate" wat 20° — 90° EVA »»8*— (IQ) IS asf wL «4997 — 198g eAD?BeN 'G 
Li 94 I OP 92" Da 20 - so" xLE wait x09 QV(E9) ` 1488 ee GL" »« 8€ sjure[duroo ogeU10g 'p 
E 89' £0' wa LE »xL£ t0 — — , 80" xa PS aal o aL 2489 ^ .4(89) — «EZ 4488 — Ajerxuy 'g 
zg Lë «807 »49£' „9E I0- 42V PETA we i aah PEN valli anlS8) x81- uoyssaidaq `Z 
Fé £6 x0U— xe lO  4.8£— TO S0 — xxl uale an99 — OP — 4469] —.— 4429 sall ejr JO Den "t 
poow 
romp, reunp — er T ot 6 8 L 9 S D E z I saqe nea 
seuns SUORE 





sajqeize, Ápnjs UV 10} seyeurnsy AtttdptIgog pue suorPe[elro;) uosreoq 
L TISVIL 





613 


Manning, Osland, and Osland 


1989 


so >d, 

0r > dy 

“‘peyouls isasu pey oym erdoed pus siexoursxe ue} Zuo; Woy 3epgrp 818xours snonuguor) , 
'sdno18 Surqours moj eq; duoure seoue1ogrp eq 9489} 2nsnets 4 STI q 

"ZE SI N [[£3840 om :902 pue ‘ge ‘PE op ere UMOYS ropio eq up gro Surgours IO} EN, 











$9°0 ¥2'0 AVL S70 ICI LEO IZT zzo 8rt PcCO 8rrt oper 3]810A 

»GE t RO EK ¥Z'0 DZ GER ose 08'0 DEZ SCH DZ BEL GT 

PL FCO 06'T 89'0 PSI £9'0 00'2 z9'0 66'T 09'0 CHL Oto pesyeidde-jjag 
Të pue ‘Bayes ‘poH 

68'0 LPS 82'0 PUE 89°0 IA BEL BT'S PERL PB 96'0 ur19)-3uo'q 

1992 I8'l 69'T 69'T £v Lë Lë 60° Srz S6'I ËM urnajnouqg 
puou/smoy 'ursjoojuasqy 

Set 60 Lë v6'0 69° 06'0 26 ën 09'2 G6'0 SÉ? uorsue; peje[e1-qo[ 

80'0 DL PHP LYT 28°F SUI BA £V'T DATE PCI es"? Dopping qof 
sapp pue suopdeozed qof 

Z0'T opt G0'€ orr L98'Z SOL ELE 68°0 Zë del? 66Z 198]? BALIN 

v6'0 SZ'0 SH L LL'0 PLL 89'0 LIDL 8Z'0 EBL 9Z'0 SH sjupe[duroo ogeurog 

Lv'0 $6'0 DES ¥6'0 Lët 160 ZEZ 98'0 SES T6'0 oez fjerxuy 

64'0 08'0 DE'Z DË LVS 08'0 LES TI8'0 grz 08'0 LTZ uorzsse1de(q 

z6r LC Lëg GC Lë I8'0 DEG £40 co's PRO AR ayy jo Aen 
poo; 

P ‘ps Ego PS SUBIN ps Spot "p's Seat ‘ps SUEI SOqULIBA 
poxourS 1A9N SI9XOTISX SIBYOUIBXY SABYOWS T1249 
peg oan op[dooq uLig]-Suo'T yusosy snonuguo;) 





SIMSI a2UPLIBA JO siSÁ[euy pue ‘SUOLI prepuejs ‘STEIN T OUNI, 
2 TIHVIL 


Academy of Management Journal September 


614 


10 > day 
so d, 
or >dy 
'ju?1suoo prey stoe Sunes 1 eurn YM 'suseur pejsnípe pue sj[nser aouermeAoo jo sisAyeUB sjUese1del OSHS a 
'pexours Jesu 
peu oym essor pue s1eouis OY} WOY Jop s1exoursxe urigj-Suo' 'pexours JoAeu peq OYM esomq pue SIsYOUIS eq; ur03j IJP s1exoursxo ju928M , 
"pexouis Joao 
pey OM aso} pue 'siexoursxe mot. Sot ‘sIoxOUIsXe 119291 WOY 19jj]p SIexourg 'pexours 10Aeu peu OYM esoq; Woy 19jgjrp SIGXOUISXO 10. 
"pexours 10Aeu peu oym asoy} pue s1ioXoursxe uLmj-Suo[ eq WO Iegrp siexoursxe JUA p 
"S1iexoursxo Out Soot 94} pue məyows 
snonupuoo eq; uro 19gjrp pexours 1eAeu pey ou^ asoy, 'siexours uirej-Buo[ pu? SIGXOUIS sNOnupuoo eq, WO] I9gJJTD SIGXOUISXO ju0D9M , 
'pexours 10Aeu pey Ota eso] pue 's1exours Oe Sot 'sexours snonupjuoo o Woy 19jJfp SIGXOUISXe JUBIÐY q 
'sdno18 gupqours moz ey} 8uoure saoue1egtp eu 8480} OASABIS A SLL, 














Da ECO 6rT Lc0 LOT OO Tet ECO DÉI 92'0 GH ones TUB Te M 
8x 49726 FA DR 8Z'0 LSZ 08'0 DC EA Sv L£0 LA EIER Soo 
xs 8P'G GI gal S9'0 6Z'T E grz I9'0 £0'Z GC 261 elo pespe1dde-jpog 
43jam pue 'Buree 'tppead 
S0'0 Ge 49° 09'G SBT ZE 061 gs's set £0'9 671 ULI9)-3UO'] 
.SY'E OZ'I AVI TPT SUL 64€ UG Tae eZ t grz 6E'T pupos 
; quoursmoq 'ursreejuosqy 
sw E ED L Sez v6'0 Sez elt 60'€ 96'0 ECK SOL SZ sSuorsue) peje[a1-qof 
«S0'£ Ott GE Zt 60'S SET ety EZ to's BLT £6'v quopoejsnes qof 
Sepnipje pue suordeoied qof 
x4 68 Pot v9 TOI 0Z'Z COL SE£'£ *9'0 voz Gg? 19°Z ECH 
HU GK 691 t'O SCT v9'0 461. 8690 £41 29'0 SCT sjurepduroo opeurog 
» «0076 06'0 02'% GK zoz SOT 992 £8'0 LUZ 68'0 6rz Wepuy 
wn ÉL 82'0 ozz £40 L0'Z 16'0 99'Z 140 orz 840 6rz quoisse1de(g 
»s£US 08'0 kt v6'0 Leg go'r v6 18'0 Zoe 06'0 vto PF jo AUTO 
poo;w 
wf p sues] ‘p's SUBIN ‘p's Spot ps SULI ps Spot saTqeize A 
pexourg 1840N SIO9XOUISXd SIBYOUSXY 819X0UIS jre1040 
.. 9uM Sjdoog , uueySuoq] ` ` geg. ...Snonuguo) .... —--- TEM rU 





sjy[nsew a2uerreA jo srsápeuy pue ‘SUOLI prepuejsg ‘SULON Z aui, 
£ TIAVL 


1989 Manning, Osland, and Osland 615 


differed significantly from those for long-term exsmokers and people who 
had never smoked. No differences were observed for long-term absence. 
Since short-term absence was close to being significant in the time 1 ANOVA 
(p < .10), we also performed an ANCOVA that held constant scores from 
time 1 with the short-term absence analysis from time 2. The results of this 
analysis did not differ from those of the ANOVA performed and reported 
above. 

The weight ratio obtained indicated that recent exsmokers were more 
obese than smokers and individuals who had never smoked. On the average, 
the recent exsmokers gained 10.1 pounds between the two measurement 
periods. Not surprisingly, recent exsmokers also reported the highest levels 
of poor eating habits. Furthermore, recent exsmokers' appraisal of their own 
health was the poorest among the four groups, although their mean score was 
not significantly different from the continuous smokers' mean score. 


DISCUSSION 


The results of this study suggest that there may be short-term work- 
related consequences of smoking cessation. In particular, individuals who 
stopped smoking within the last year before the study reported lower levels 
of job satisfaction, more job-related tensions, and an increase in short-term 
work absence. Additionally, smoking cessation appeared to affect respon- 
dents' general mood, as indicated by lower levels for reported quality of life 
and increased levels of depression, anxiety, and negative affect. Poorer eat- 
ing habits and high weight gain and low appraisals of personal health also 
seemed to be side effects of smoking cessation. 

Decreases in job satisfaction and increases in job-related tensions may 
be thought of as work-related consequences of smoking cessation. This ex- 
planation appears to be consistent with the view that mood affects the social 
construction of job attitudes. Jobs are ambiguous stimuli that are subject to 
cognitive manipulation of meaning. People make judgments about their jobs 
that are based on their access to job-related information recalled from mem- 
ory. If mood can affect a person's recall of past information via a mood- 
dependent bias in the retrieval of information, general affective state is key 
to understanding how individuals construct social judgments about their 
work. To the extent smoking cessation creates a negative shift in mood, 
resulting declines in job satisfaction seem to be a logical finding. In fact, 
further analysis of the variables assessing mood with an ANCOVA procedure 
indicated no main effect for smoking cessation when we held the mood 
variables constant. This provides additional support for the position that 
smoking cessation affects job perceptions through its influence on personal 
mood. 

The cognitive processes underlying this explanation can be further de- 
scribed through Bower's (1981) network theory, which provides a plausible 
outline of how affect might be attached to information in memory. Accord- 
ing to this theory, a prevailing mood acts as a constant source of activation 
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by influencing the retrieval of information. This process occurs in such a 
manner that information most readily available lies on intersection points in 
the brain between a mood and a stimulus. Therefore, when a person is 
developing a judgment concerning an attitude like job satisfaction, the pro- 
cess of retrieving stored memory will likely activate those nodes of memory 
that are consistent with present mood and the stimulus of the job satisfaction 
evaluation. In this manner, assessment of job satisfaction is mood- 
dependent. 

This conceptual explanation could also help explain the relationship 
between smoking cessation and perceptions of job-related tensions. Here 
again, the results of an ANCOVA with the mood variables controlled indi- 
cated'that smoking cessation affected job-related tensions through its influ- 
ence on personal mood. 

Results for smoking cessation and self-appraised health also supported 
our original hypothesis. Recent exsmokers’ appraisals of their overall health 
were worse than those of long-term exsmokers and those of people who had 
never smoked, but they were not significantly different from those of con- 
tinuous smokers. This result led us to consider the alternative explanation 
that the recent exsmoker group was composed of seriously ill people under 
doctor’s orders to quit smoking. If this were true, their low mood scores 
might relate more to serious illness than to smoking cessation. We took two 
steps to test this hypothesis. First, we performed an analysis of variance on 
specific items of a life events inventory (Cochrane & Robertson, 1973) ad- 
dressing personal illness. All respondents completed this instrument as part 
of the larger research investigation on health promotion. No significant dif- 
ferences emerged in the responses of the four groups. Second, we inter- 
viewed 11 randomly chosen respondents from the 34 in the recent exsmoker 
category. Only two people reported that their personal physician’s recom- 
mendation to stop smoking influenced their decision to quit, and these two 
individuals were not seriously ill. Also, no significant differences were 
found between the smoking groups for long-term absence, a surrogate mea- 
sure of serious illness. We concluded that the recent exsmokers were not a 
group of seriously ill individuals. 

ANCOVA procedures also helped explain the causal sequence associ- 
ated with the finding that recent exsmokers had higher short-term absence 
than the other smoking groups. This analysis indicated that short-term ab- 
sence is a function of changes in both job satisfaction and self-appraised 
health status. There appear to be two paths to increased short-term absence: 
(1) smoking status to self-appraised health to short-term absence and (2) 
smoking status to mood to job satisfaction to short-term absence. Recent 
exsmokers appear to have greater short-term absence because they report 
poorer health, which is likely due to minor illnesses related to the physical 
withdrawal from smoking. In addition, these recent exsmokers may have 
lower ‘motivation to attend work than others because they are more dissat- 
isfied with work than the members of the other categories. 

The study findings prompt questions warranting further research. How 


| 





1989 Manning, Osland, and Osland 617 


long does the negative impact of smoking cessation last? Are these negative 
effects temporary? Would the results found here be altered if a broad-based 
smoking cessation program were available to help recent exsmokers cope 
with the effects of cessation? Do the observed changes in job perceptions 
reflect true underlying changes, or do these changes reflect how question- 
naire items or issues are interpreted? On the surface, the data appear to 
suggest that the negative effects of smoking cessation are temporary, since 
mood and job-perception levels of long-term exsmokers (those who had not 
smoked for over a year at the time of the second data collection) did not 
differ from those of the continuous smokers or the people who had never 
smoked. It might be possible that the nature of change in job perception is 
more complex than we have reported here. 

Because this study grouped all individuals who quit smoking between 
the two data collection periods into the same category, it was impossible to 
determine with any specificity how long smoking cessation affected mood, 
job perceptions, and work absence. Future research might be designed with 
multiple measures to clearly assess this process and determine the duration 
of smoking cessation’s work-related consequences. How long does it take 
exsmokers to regain their affective equilibrium? What’s involved in this 
process? Developing new habits or coping behaviors and building a new 
self-image are likely issues. If this process were better understood, smoking 
cessation programs might benefit. 

For employers who look at smoking cessation figures and see only vi- 
sions of decreased health costs and absenteeism, our results may be sober- 
ing. Recent figures on the savings available to organizations from getting 
employees to stop smoking (Cascio, 1987) may be overestimates, at least in 
the short run. If the findings reported here are generalizable, smoking ces- 
sation may well have hidden costs. The overall condition and quality of life 
of a person who stops smoking may initially get worse. Organizations may 
see such changes as increases in absenteeism and sickness as well as low- 
ered job satisfaction. Hence, smoking cessation may result in initial cost 
increases to organizations. Smoking as a societal problem may be a phenom- 
enon that gets worse before it gets better. Thus, this study may have impli- 
cations for smoking policies in the workplace. 

At the very least, a comprehensive approach that acknowledges the 
complexity of smoking cessation seems to be warranted. Since smoking is 
not a simple behavior, simple edicts banning smoking are probably not ap- 
propriate. More thoughtful smoking policies taking into consideration how 
organizations could compensate for the negative consequences of cessation 
identified here may be necessary. If we know that recent exsmokers will tend 
to see both life and work as less pleasant, that they will gain weight, be less 
satisfied with work, experience more job tensions, and be absent more often, 
what can organizations do to mitigate those effects? 

This research adds to the empirical base on individual mood as a de- 
terminant of job-related cognitions. The results suggest that work percep- 
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tions like job satisfaction may be subject to influences, both on and off the 
job, that can alter the affective state of an individual. 
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APPENDIX 


Items Measuring Quality of Life 
Respondents were asked to what extent they experienced the following: 


Comfort with yourself 
Satisfaction with physical appearance 
Your physical health generally 
Tendency to practice healthy habits 
Your emotional well-being 
Self-confidence 
Self-respect, self-image 


Comfort with others 
Ability to express yourself, make needs known 
Ability to listen to others, understand 
Ability to give and receive love 
Ability to get along with others 
Ability to maintain lasting relationships 
Sense of belonging, of having "roots" 


Meeting the demands of life 
Ability to accept responsibility 
Ability to solve problems, make decisions 
Tendency to follow through, get jobs done 
Ability to adapt, be flexible 
Ability to cope with health risks, problems 
Ability to cope with problems of living 


Enjoyment of life 
Time available for recreation, leisure 
Enjoyment of recreational activities 
Enjoyment of work or school 
Enjoyment of relationships with family, friends 
Enjoyment of community, environment 
Level of spiritual fulfillment 


i 
620 ! Academy of Management Journal September 
| 


Items Measuring Strain 
Respondents were asked how often they experienced the following: 
Anxiety 
Feel tense, uptight, fidgety, nervous 
Feel irritable 
Have difficulty going to sleep or staying asleep 
Feel restless and unable to concentrate 
Misdirect anger 
Depression 
: Feel depressed or remorseful 
Like myself less 
Feel tired, low energy, excessive fatigue 
Think about suicide 
Become less communicative 
Feel disoriented or overwhelmed 
Let things slide 
Difficulty getting up in the morning 
1 
Somatic complaints 
Headaches 
Upset stomach or intestinal problems 
Sweaty and/or trembling hands 
Shortness of breath 
Feel dizzy or light-headed 


Items Measuring Negative Affect - 
Respondents were asked how well the following described their feelings: 


Bitter 
Items Measuring Job Satisfaction 
Respondents were asked how satisfied they were with the following: 


Nature of task 

Value of the service 

Quality of the supervision 

Relations with people 

Weight of the work load 

Opportunities for advancement 

Security 

Freedom to use personal judgment/initlative 
Chance to grow and develop 

Pay and benefits 


Items Measuring Eating Habits 
Respondents were asked how often the following applied to them: 
I spend a lot of time thinking about dieting. 
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I go on eating binges and I feel out of control. 

I bolt down my food when eating. 

It is difficult for me to be in contro] of my eating in a social or business situation. 
I lose control of my eating when I am tired, tense, or bored. 

I eat when engaged in other activities (i.e., watching TV, reading, etc.). 

I snack between meals. 

I must deprive myself of certain foods in order to lose weight. 

I feel guilty if I eat a “high calorie food.” 

I feel in control of my eating (reverse scored). 
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The article introduces the construct "organization-based self-esteem" 
| and its measurement. We developed a partial nomological network 
resulting in a set of hypotheses that guided efforts to validate the con- 
struct and its measurement. Homogeneity of scale items, test-retest and 
internal consistency reliability, and convergent, discriminant, incre- 
mental, concurrent, and predictive validity estimates were all in- 
spected through conducting field studies and a laboratory experiment. 
We present results from a validation effort involving seven studies that 
` drew on data from over 2,000 individuals, representing diverse orga- 
!  mizations and occupations. Results support the construct validity of the 
' measurement and most of the hypotheses. 





A number of researchers have shown an interest in investigating the role 
of self-esteem in a variety of organizational models. The basic hypothesis 
guiding most of this work suggests that the way individuals react to life 
experiences varies as a function of their level of self-esteem, or the extent to 
which they perceive themselves as competent, need-satisfying individuals 
(Korman, 1976). One underlying theoretical tenet regarding self-esteem is 
that individuals will develop attitudes and behave in ways that will main- 
tain their level of self-esteem (Korman, 1976).? According to this theory, in 


We would like to express our appreciation to Johan Aamodt, from the Norwegian Center for 
Organizational Learning, Oslo, and to Donald G. McTavish and Kjell R. Knudsen, University of 
Minnesota, for their assistance with the laboratory portions of this study. Assistance with data 
collection given by Richard Pearson, Jeff Maida, John Hawley, and Laurie Weingart is also 
greatly appreciated. Finally, we wish to express our appreciation to the two anonymous re- 


viewers for their constructive contributions to our article. 


1 There are at least two competing explanations for the effects ascribed to self- 
esteem -—self-consistency and self-enhancement (cf. Dipboye, 1977; Korman, 1976). Predictions 
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work organizations, individuals with high self-esteem will develop and 
maintain favorable work attitudes, such as job satisfaction, and will behave 
productively— perform at a high level—because such attitudes and behav- 
ior are consistent with the attitude that they are competent individuals. 
Individuals with low self-esteem, on the other hand, will develop and main- 
tain unfavorable work attitudes and unproductive work behaviors that are 
consistent with the attitude that they are people of low competence. To give 
an example, Hollenbeck and Brief (1987) found that high self-esteem indi- 
viduals valued attainment of performance goals more than low self-esteem 
individuals. 


CONCEPTUAL LEVELS AND MEASURES OF SELF-ESTEEM 


Many researchers have argued for recognizing self-esteem as a hierar- 
chical and multifaceted phenomenon (Shavelson, Hubner, & Stanton, 1976; 
Song & Hattie, 1985; Tharenou, 1979). As researchers have worked with the 
self-esteem construct, different levels of generality for self-esteem have 
emerged. Simpson and Boyle (1975) noted that researchers have measured 
global self-esteem in reference to an overall evaluation of self-worth, role- 
specific self-esteem as the self-evaluation that arises from one of life’s many 

‘roles (parent, student, spouse, etc.), and task- or situation-specific self- 
esteem as the self-evaluation that results from behavior in a specific situa- 
tion and representing a person’s competence in a task just performed. 

Many measures of global self-esteem have been developed, and some 
have demonstrated reasonable levels of construct validity (Crandall, 1973; 
Wells & Marwell, 1976; Wylie, 1974). Measures of task-specific self-esteem 
have also been developed, though on more of an ad hoc basis (Wells & 
Marwell, 1976). Nevertheless, Tharenou, after reviewing measures of self- 
esteem, noted that "major problems occur [in the measurement] of self- 
esteem" (1979: 319). Many researchers develop their own scales, fail to 
check for evidence of acceptable construct validity, and then begin to ad- 
dress substantive research issues (Schwab, 1980). Thus, Tharenou and oth- 
ers have called for the development and validation of measures of self- 
esteem specific to the domains under study—the tasks, work units, organi- 
zations, and so forth, with which a researcher is concerned. 

On numerous occasions, researchers (e.g., Simpson & Boyle, 1975; Song 
& Hattie, 1985; Tharenou, 1979) have expressed concern over the appropri- 
ateness of a self-esteem measure included in an investigation. Research con- 
ducted on the relationship between behaviors and attitudes (Epstein, 1979) 
suggests that the more self-esteem is framed in a context consistent with the 
behavior or attitude to be predicted, the higher will be the observed corre- 


based on those two explanations are similar in some situations (Dipboye, 1977) and different in 
others (Jones, 1973). Our purpose here was construct validation, not the theoretical testing of 
differential predictions. Indeed, some research has indicated that both theories are correct, 
depending on the type of dependent variable examined (Swann, Griffin, Predmore, & Gaines, 
1987). 
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lation between the two variables. For instance, task-specific self-esteem 
should predict task-related phenomena like task performance more strongly 
than will global self-esteem. 

Song and Hattie (1985), for example, noted that observations pertaining 
to the relationship between self-concept and academic performance have 
been confounded by the use of global and academically specific self-concept 
scales, which frequently fail to produce the same results. Following their 
observation that task-specific measures frequently predict behaviors not pre- 
dicted by global measures, Simpson and Boyle (1975) challenged the wis- 
dom of universally employing global self-esteem scales in a number of re- 
search paradigms. Observations of this nature led Tharenou (1979) to note 
that on numerous occasions researchers have employed global measures 
when |it would have been more appropriate to use a more narrowly focused 
self-esteem construct. Global self-esteem scales are likely to be appropriate 
for studies of individuals within the context of total life events, but task- 
specific measures of self-esteem, measures that reveal a person’s worthiness 
in a particular activity, are appropriate for very task-specific behaviors. 

Thus, we observe that (1) measures of global self-esteem frequently fail 
to demonstrate significant relationships with measures of other constructs 
when employed in organizational research, (2) although measures of global 
self-esteem are reasonably well developed, there are few, if any, construct- 
valid measures of self-esteem framed in a task or organizational context, and 
(3) self-esteem should be measured at a level of analysis that is similar to the 
level of analysis of the variables with which it is being studied. Thus, orga- 
nization-specific self-esteem should predict organization-related phenom- 
ena like organizational commitment more strongly than task-specific or glob- 
al self-esteem, and global self-esteem should predict life satisfaction more 
accurately than either task-specific or organization-specific self-esteem. 


ORGANIZATION-BASED SELF-ESTEEM 





A Rationale for a Measure of Organization-based Self-esteem 


Many of the constructs that are traditionally employed in organizational 
paradigms, such as turnover, climate, commitment, and citizenship, are ori- 
ented toward employees and their role within a total organization, and it is 
at the total-work-environment level of analysis that there is a need for an 
appropriate measure of self-esteem. To our knowledge, however, no con- 
struct-validated measure of self-esteem exists that is anchored in an organi- 
zational frame of reference, even though many important constructs in the 
organizational sciences are organization-based. We directed the present re- 
search effort toward the development and initial validation of such a mea- 
sure of\self-esteem, hoping that such a measure will better enable researchers 
to examine the effects of self-esteem in relation to other organization-based 
constructs. 

This article introduces the construct “organization-based self-esteem” 
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(OBSE) and its measurement. We present results from seven studies exam- 
ining the psychometric properties of a measure of the construct and an 
empirical validation evaluation of a partial nomological network incorpo- 
rating it. The purpose of this investigation is the development and initial 
validation of a measure of organization-based self-esteem. 


The Organization-based Self-esteem Construct 


According to Coopersmith (1967), the concept “self” is complex and 
multidimensional. It reflects diverse attributes and capacities, some of 
which are manifested in external objects such as the body, and others of 
which are internal, consisting of feelings and beliefs. Self-esteem is only one 
of many concepts of self that have found their way into the organizational 
sciences. 

Building from the work of Coopersmith (1967), Gelfand (1962), Korman 
(1976), and Wells and Marwell (1976), we viewed self-esteem as a self- 
evaluation that individuals make and maintain with regard to themselves. 
Self-esteem expresses an attitude of approval or disapproval of self; it is a 
personal evaluation reflecting what people think of themselves as individ- 
uals; it indicates the extent to which individuals believe themselves to be 
capable, reflecting a personal judgment of worthiness. 

The concept introduced in this study is similar to other conceptualiza- 
tions of self-esteem (e.g., Korman, 1976; Wells & Marwell, 1976). We define 
organization-based self-esteem as the degree to which organizational mem- 
bers believe that they can satisfy their needs by participating in roles within 
the context of an organization. People with high OBSE have a sense of 
personal adequacy as organizational members and a sense of having satisfied 
needs from their organizational roles in the past. Thus, organization-based 
self-esteem reflects the self-perceived value that individuals have of them- 
selves as organization members acting within an organizational context. As 
a result, employees with high OBSE should perceive themselves as impor- 
tant, meaningful, effectual, and worthwhile within their employing organi- 
zation. 

Employees with high self-esteem are likely to have a strong sense of 
self-efficacy (Bandura, 1977). That is, they are likely to have strong expec- 
tations that they can execute the behaviors required for task performance. 
Thus, individuals who develop beliefs about their own efficacy within and 
across situations will simultaneously develop a strong sense of self-esteem. 
Efficacy perceptions at the level of specific tasks contribute to task-specific 
self-esteem; efficacy perceptions across a variety of organizational tasks con- 
tribute to OBSE; and efficacy perceptions that accumulate across a variety of 
tasks and roles contribute to the formation of global self-esteem. But orga- 
nization-based self-esteem differs from perceptions of self-efficacy because it 
reflects an individual’s self-perceived competence within an organization 
and self-efficacy reflects a belief that self-perceived competence can be 
translated into actions that will result in successful performance. 
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A PARTIAL NOMOLOGICAL NETWORK 
FOR ORGANIZATION-BASED SELF-ESTEEM 


The studies reported here focused on validating a measure of organiza- 
. tion-based self-esteem. Thus, we focused on demonstrating reliability of 
measurement, convergent validity, and the distinctness of OBSE from other 
constructs (Schwab, 1980). In addition, though we have not yet developed a 
complete nomological network for OBSE, we present an initial network here 
to guide efforts to further validate the construct and its measurement (see 
Figure 1). This will be done, in part, by testing hypotheses derived from this 
nomological network. 


Properties of Organization-based Self-esteem 


Korman’s (1970, 1971, 1976) self-consistency motivational theory pro- 
vided much of the theoretical basis for our OBSE construct. He saw self- 
esteem as both shaped by experiences and central to the explanation of 
employee motivation, attitudes, and behaviors. Extending this reasoning, we 
posited that experiences within an organization will shape OBSE, which 
will also affect organization-related behaviors and attitudes. In contrast, 
global:self-esteem derives from an aggregation of experiences across these 
and many other contexts that accumulate across time. But because experi- 
enced self-worth i in one domain is likely to be correlated with experienced 
self-worth i in other domains, we expected organization-based self-esteem to 
be related to global self-esteem, of which it is a partial determinant. Further, 
we expected OBSE to be related to task-specific self-esteem. Task-specific 
self-esteem may partially determine experiences within an organization that 
lead to an individual’s level of OBSE. A person with low task-specific self- 
esteem, for example, may perform poorly, leading to organizational sanc- 
tions and low OBSE. Thus, our first two hypotheses focus on organization- 
based self-esteem’s relationships to levels of other types of self-esteem: 

_ Hypothesis 1: There will be a positive relationship be- 
; tween organization-based self-esteem and global self- 
esteem. 





Hypothesis 2: There will be a positive relationship be- 
tween organization-based self-esteem and job- or task- 
specific self-esteem. 

Like global self-esteem, OBSE is part of an individual’s basic belief 
system. As a part of personality, this belief system, once it is established, is 
relatively stable, especially when there are no major environmental changes 
that may give rise to new kinds of experiences. Viewing OBSE as a part of 
people' s belief systems led to our next hypothesis: 

Hypothesis 3: In the absence of major changes in work 
environment, organization-based self-esteem will be sta- 
| ble across time. 
Working within the context of self-esteem's nomological network, we 
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agree with Tharenou's (1979) suggestions that the construct be treated as 
both a dependent and independent variable and that reciprocal effects are 
likely because of the nature of self-esteem (Bandura, 1978). Thus, we explore 
OBSE! as a determinant or antecedent of behavior and attitudes and as a 
consequence of work-environment experiences. 


Antecedents of Organization-based Self-esteem 


Our nomological network specifies several expected antecedents of 
OBSE: Korman's (1971) review of the environmental antecedents of self- 
esteem suggested that both the expectations of others and situational con- 
ditions play a shaping role. Korman's reference to socially induced self- 
esteem suggests that the comments others direct toward people and the types 
of tasks assigned to them communicate messages about their value. If sig- 
nificant others think a person is a valuable organizational member and their 
comments and behaviors reflect that belief, enhanced OBSE is likely to be 
the consequence. 

Previous research has also identified environmental conditions as major 
shaping factors. Korman's (1970) work suggested that in a mechanistically 
designed social system—a social system in which procedures, control, for- 
mality, and hierarchy are emphasized — people will develop low levels of 
self-esteem. Mechanistic organizations achieve a high level of system- 
imposed control through a rigid hierarchy, centralization, standardization, 
and formalization. Rules, procedures, and management actions greatly con- 
trol employees' behaviors in such organizations. Korman predicted that un- 
der such organizational conditions, employees will eventually develop a 
belief system consonant with the apparent basic mistrust or lack of respect 
for people implicit in highly controlled systems. He reasoned that the de- 
velopment of programmed activities and high rule specification implies a 
mistrust in the abilities and willingness of people to complete their tasks on 
their own, without direction and control from others (Kipnis & Lane, 1962). 
In contrast, an organic social system, which is more personal and democratic 
and less concerned with hierarchy, procedures, formality, and control, will 
lead to higher levels of self-esteem with work contexts because it places 
inherent trust in employees as competent, valuable, contributing individu- 
als. 

An elaboration of Korman’s argument would suggest that any form of 
system-imposed behavior control, or external control system, carries with it 
an assumption of the incapability of individuals to exercise self-direction 
and self-control. The greater the imposed control, the less self-direction and 
control individuals have in a system. One consequence of a highly con- 
trolled system is likely to be the suggestion to employees that they are not 
competent within the organizational context. Continual exposure to these 
signals and the absence of organizational opportunities to demonstrate and 
experience competence lead to low levels of organization-based self-esteem. 
By way of contrast, sources of environmental structure (Pierce, Dunham, & 
Cummings, 1984) that permit the exercise of self-direction and self-control 

| . 
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should be positively associated with a perception of organizational compe- 
tence. Compared to individuals in work environments that control their 
behaviors, people in such a system have a greater opportunity to exercise 
competence and experience success, which contributes to self-assessments 
of competence. 

In sum, managerial attitudes and behaviors directly expressed in man- 
ager-employee interactions and indirectly expressed via the creation of sys- 
tems within which employees must function are likely to play a major role 
in the development of OBSE. Thus, 

Hypothesis 4: There will be a positive relationship be- 
tween the perception of managerial respect for organiza- 
tion members and organization-based self-esteem. 


Hypothesis 5: Mechanistic organizational designs will 
cause lower levels of organization-based self-esteem than 
organic designs. 

Tharenou's (1979) and Tharenou and Harker’s (1982) reviews of the 
self-esteem literature suggest that job characteristics are among the most 
consistent correlates of individuals’ assessments of their own work and task 
competence and worth. The most influential job characteristics for develop- 
ing high self-esteem are the amount of challenge and autonomy in a job 
(Tharenou, 1979). In other studies, job complexity has had a consistently 
positive and significant relationship with global self-esteem and work and 
task self-esteem (Dipboye, Zultowski, Dewhirst, & Arvey, 1979; Freedman & 
Phillips, 1985; Sekaran & Wagner, 1981; Tharenou & Harker, 1982). Given 
Hackman and Oldham’s (1975) job characteristics model, we might reason 
that employees’ performance of complex jobs that suggest they are compe- 
tent, valuable, and capable of self-direction and self-control will reinforce a 
similar belief system. That is, the opportunity to perform complex tasks that 
require moderate to high levels of ability should allow employees the op- 
portunity to experience personal worth. By experiencing complex tasks, 
Hackman and Oldham (1975) proposed that employees will come to expe- 
rience a sense of responsibility and to experience their organizational role as 
meaningful. Both of these psychological states should unfold, unless an 
individual is overmatched with his or her job. Through this process, a cog- 
nitively consistent view of the self should develop, thereby enhancing an 
individual’s organization-based self-esteem. In addition, successful perfor- 
mance of complex jobs may lead to other experiences within an organization 
that reinforce OBSE, such as promotions. Through these processes, we ex- 
pect OBSE to be related to perceived job complexity. Thus, 

Hypothesis 6: There will be a positive relationship be- 
tween perceived job complexity and organization-based 
self-esteem. 


Consequences of Organization-based Self-esteem 


Cognitive consistency theory assumes that people are motivated to 
achieve outcomes that are consistent with their self-concept (Korman, 1971: 
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595)! This model would suggest that employees with high OBSE— 
employees who perceive themselves as organizationally valuable and mean- 
ingful — will attempt to engage in behaviors valued in their organization. In 
similar fashion, need theory (Alderfer, 1972; Maslow, 1943) and self- 
enhancement theory (Dipboye, 1977} would also predict that employees are 
motivated to engage in behaviors that demonstrate and enhance their orga- 
nizational worth. To the extent that these behaviors demonstrate personal 
competence and make an organizational contribution, employees will derive 
intrinsic satisfaction, coupled with a reinforcement of their self-esteem. Sub- 
sequent success due to these behaviors should reinforce high organization- 
based self-esteem, and failure would reinforce low OBSE. Thus, to maintain 
cognitive consistency, employees with high OBSE should be motivated to 
perform at a high level, actually perform at a high level, have favorable 
attitudes about an organization, and engage in other organization-related 
behaviors that would benefit the organization (cf. Taylor & Brown, 1988). 
Low OBSE employees are predicted to do the opposite to maintain cognitive 
consistency. Thus, we hypothesized that OBSE would relate to the following 
behaviors and attitudes but again acknowledged the possibility of reciprocal 
causation: 

Hypothesis 7: There will be a positive relationship be- 

tween organization-based self-esteem and intrinsic work 
motivation. 





Hypothesis 8: There will be a positive relationship be- 
tween organization-based self-esteem and job per- 
formance.? 


| Hypothesis 9: There will be a positive relationship be- 
| tween organization-based self-esteem and general job sat- 
| isfaction. 
Hypothesis 10: There will be a positive relationship be- 
tween organization-based self-esteem and engagement in 
organizationally beneficial behaviors. 

Increased self-acceptance within an organizational context is likely to 
be associated with increased satisfaction with one's organizational associa- 
tion and increased attachment to the organization (organizational commit- 


3 Actually, performance level is expected to be a strong determinant in the formation of 
OBSE. As employees begin their organizational tenure, objective and subjective performance 
feedback provide cues about their level of competence within an organization, which deter- 
mines beliefs about their self-perceived task- and organization-based worth. Because the re- 
spondent groups from which we obtained performance measures were characterized by em- 
ployees with high tenure, who were likely to have already-determined beliefs about organiza- 
tion-based competence, we phrased the hypothesis in terms of OBSE as a cause of performance 
instead of vice versa. 

We also note that research evidence shows that there are a host of factors that attenuate the 
relationship between self-esteem and performance (Brockner, 1988), even though the basic 
relationship should be as hypothesized. 
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ment). A high level of organizational self-esteem implies a correspondingly 
high level of experienced personal competence and organizational worth. 
Such a psychological state is need-satisfying and reinforcing for an individ- 
ual and thus positions an organization as a need-satisfying agent in an em- 
ployee’s life. Because the organization satisfies needs, employees are likely 
to integrate the organization into their lives, to internalize the organization, 
and to make its goals and value systems part of their own. Thus: 

Hypothesis 11: There will be a positive relationship be- 

tween organization-based self-esteem and organizational 

commitment. 


Hypothesis 12: There will be a positive relationship be- 
tween organization-based self-esteem and organizational 
satisfaction. 

Figure 1 summarizes the first 12 hypotheses in the proposed nomolog- 
ical network for the OBSE construct. It should be noted that the model is 
only a partial network for the construct and that many of these relationships 
are likely to involve reciprocal effects (Bandura, 1978; Tharenou, 1979). 


Predictive Efficacy of Organization-based Self-esteem 


Building on the concerns éxpressed by Song and Hattie (1985), Simpson 
and Boyle (1975), and Tharenou (1979) regarding the validity of self-esteem 
measures, the predictive accuracy of existing measures, and appropriate 
levels of construct measurement, we offer two additional hypotheses. Both 
Hypotheses 13 and 14 attempt to establish the predictive efficacy of OBSE 
relative to measures of task-specific and global self-esteem. 

Of the several constructs examined in the series of studies reported here, 
organizational commitment is perhaps the perceptual target most closely 
aligned with the target of organization-based self-esteem. Organizational 
commitment is the degree to which employees are willing to take internal 
and external actions on behalf of their organization, and OBSE is the degree 
to which they see themselves as need-satisfying individuals within the con- 
text of their organizational experiences. Following the argument concerning 
levels of analysis made above, we would expect this relationship between 
OBSE and organizational commitment to be stronger than the relationship 
between task-specific self-esteem and organizational commitment. That is, 
we expect an organization-organization relationship to be stronger than a 
task-organization relationship. To help distinguish OBSE from task-specific 
self-esteem, we hypothesized that: 

Hypothesis 13: There will be a stronger relationship be- 
tween organization-based self-esteem and organizational 
commitment than between task-specific self-esteem and 
organizational commitment. 
Continuing the level-of-analysis argument, we also expect that the organi- 
zation-organization relationship will be stronger than the global- 
organization relationship. Consequently, we expect that the relationship be- 


H 
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tween OBSE and organizational satisfaction will be stronger than the rela- 
tionship between global self-esteem and organizational satisfaction. Thus, 
Hypothesis 14: There will be a stronger relationship be- 
tween organization-based self-esteem and organizational 
satisfaction than between global self-esteem and organi- 
! zational satisfaction. 


METHODS 
Study Designs and Respondents 


The studies reported here drew on seven groups of people with a com- 
bined total of 2,444 individuals. The seven studies were used to test the 14 
hypotheses, but each hypothesis was not tested in each study. We examined 
scale dimensionality, homogeneity of scale items, reproducibility of homo- 
geneity across studies, reliability estimates (test-retest and internal consis- 
tency)! and convergent, discriminant, incremental, concurrent, and predic- 
tive validity estimates. 

Table 1 identifies the study and respondents with which each of the 
hypotheses was tested. Respondents for study 1 were 32 summer school 
teachers employed by a midwestern school system. Study 2 was based on 
data from 333 employees of a mining firm representing a variety of occupa- 
tional and skill categories. Study 3 drew on lower-, middle-, and upper-level 
managers from a variety of manufacturing and service-oriented organiza- 
tions (e. g., utility, banking, mining, oil, education, health care); these man- 
agers participated in two laboratory-based organizational simulations. We 
obtained a total of 38 observations (20 for one simulated organization and 18 
for theisecond) from the simulations. The fourth study employed 1,426 mid- 
western school teachers, administrators, and support workers. The fifth in- 
cluded' 475 employees, representing all levels and job functions, from an 
automobile service club in a midwestern state. Study 6 used data from 96 
office employees, from entry-level clerical workers through top managers, 
from a: state educational association. Finally, the respondents for study 7 
consisted of 45 evening M.B.A. students at a midwestern university, all of 
whom ge employed full-time in various types of jobs. 





Procedures 


Respondents in six of the seven studies, study 3 being the exception, 
were administered paper-and-pencil questionnaires with questions directed 
toward their current full-time jobs. Procedures for study 7 varied; we gave 
those respondents the same questionnaire on two occasions five weeks 
apart. For participants in study 3, who also received a paper-and-pencil 
questionnaire, questions applied to simulated jobs the participants held dur- 
ing a three- -day management development laboratory program. 

The organizational simulation in study 3 was designed to create two 
types of organizational structures: mechanistic and organic. These differ- 
ences were produced through a combination of written instructions describ- 
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ing the structure and goals of the hypothetical organization and the role 
playing of the directors of the laboratory. All participants worked in both a 
mechanistic and an organic organization during three days of organizational 
simulations with the order of exposure to mechanistic and organic structure 
counterbalanced. A complete description of the simulation appears in Knud- 
sen, McTavish, and Aamodt (1985). For a manipulation check, we obtained 
several’ structural measures—perceived authoritarianism, formality, con- 
cern for control, concern for procedures, and flexibility—to compare the 
two social system structures. The results indicated that participants per- 
ceived the manipulation as we intended (F = 40.03, p < .01). There were no 
significant effects for the order in which the two structures were experi- 
enced. 


Measures 


Organization-based self-esteem. The items in the OBSE scale were de- 
rived from comments we have often heard in discussions with employees, 
managers, and organizational scientists. The following demonstrates the 
type ofjcomment we mean: Joel S. Birnbaum, in an interview with Business 
Week (Wilson & Harris, 1986: 116), noted that he became frustrated at IBM 
by the difficulty of getting his ideas to market. Emphasizing a cognition, 
reflecting a personalized evaluation of self-worth, that began to develop, 
Birnbaum said, “I had the feeling I didn't make a difference.” We have come 
to the conclusion that it is not uncommon for employees to develop a belief 
that they “do not count,” “do not make a difference,” “are not a valuable part 
of this place.” It was out of this context that we started the development of 
the OBSE measure. 

The OBSE scale consists of ten items generated by us. Each of the items 
reflects what we would expect employees to consider in evaluating the ex- 
tent to which they believe that they are valuable, worthwhile, effectual mem- 
bers of their employing organizations. We asked respondents in studies 1, 2, 
and 3 to think about the messages they received from the attitudes and 
behaviors of their managers and supervisors and to indicate, on a 5-point 
scale, the extent to which they agreed or disagreed with each of the following 
statements: I count around here; I am taken seriously; I am important; I am 
trusted; there is faith in me; I can make a difference; I am valuable; I am 
helpful; I am efficient; and I am cooperative. To increase adjusted item-total 
correlations, we later appended the wording "around here" to all items and 
employed this revised scale in studies 4—7. We used a 5-point Likert re- 
sponse;scale with the ten items measuring organization-based self-esteem, 
except in study 4, where a 7-point scale was employed. 

Other measures. To be consistent with the construct validation process 
(Schwab, 1980), we tried to use measures of other constructs with previously 
established psychometric properties, though in a few instances this could 
not be done. 

In study 1, organization-based self-esteem was also measured with a 
modification of a 19-item semantic-differential global self-esteem scale de- 
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veloped in unreported research by Gardner and Stone.? The modification 
consisted of asking for responses to the scale items based on experiences 
with a current job as opposed to total life-based experiences. Gardner and 
Stone developed this measure from (1) thoroughly reviewing existing global 
self-esteem measures (Crandall, 1973; Wells & Marwell, 1976; Wylie, 1974), 
(2) isolating 19 common dimensions across those existing measures, and (3) 
framing those 19 dimensions in the form of bipolar adjectives (e.g., cooper- 
ative-uncooperative, self-assured—hesitant; helpful-frustrating; efficient- 
inefficient; supportive-hostile). In their research, which consisted of two 
laboratory experiments, the semantic differential scale correlated .63 (p < 
.001) with the established Likert-type global self-esteem scale (Rosenberg, 
1965). Inspection of the relationship between the Likert scales used with our 
OBSE measure and the semantic differential scale provides insight into is- 
sues dealing with convergent validity and method variance (Campbell & 
Fiske, 1959; Schwab, 1980). 

Managerial respect was measured using a single Likert-type item in 
studies 1 and 4: “Management has little regard for the well-being of people 
who work for this organization." Organizational commitment was assessed 
in studies 1, 2, 4, 5, and 6 with either the long (15 items) or the short (9 items) 
form of the Porter, Steers, Mowday, and Boulian (1974) instrument. We used 
the following to measure general job satisfaction: in study 1, Hackman and 
Oldham's Job Diagnostic Survey (JDS, 1975); in study 4, the Minnesota Sat- 
isfaction Questionnaire (MSQ) (Weiss, Dawis, England, & Lofquist, 1967); 
and in studies 5 and 6, a combination of seven of the eight facets assessed by 
the Index of Organizational Reactions (IOR) (Smith, 1976). Organizational 
satisfaction (Dunham, Smith, & Blackburn, 1977) was measured in study 7 
with a single item that read “‘Consider the organization that you work for and 
the things that you do for this organization. Circle the face on the appropriate 
scale which best expresses how you feel about your association with this 
organization" and employed the Dunham and Herman (1975) modification 
of Kunin's (1955) Faces scale. To measure internal work motivation, we used 
the JDS in study 2 and Lawler and Hall's (1970) measure of intrinsic moti- 
vation in studies 5 and 6. Organizational citizenship was measured in study 
4 by a self-report version of the 16-item scale developed by Smith, Organ, 
and Near (1983). We measured job complexity in studies 5 and 6 with items 
from the Job Characteristics Inventory (Sims, Szilagyi, & Keller, 1976) for the 
measurement of variety, autonomy, feedback, and task identity and took 
significance items from the JDS. Global self-esteem was measured in study 7 
with Rosenberg’s (1965) 10-item questionnaire. Task- and job-based self- 
esteem was measured in studies 5 and 6 with a 6-item modification of the 
Rosenberg scale and Beehr's (1976) 3-item scale. We modified the Rosenberg 


3 Our source is a personal communication from D. G. Gardner and E. F. Stone regarding 
unpublished self-esteem research. 
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scale by anchoring each item in the context of a respondent's job; for exam- 
ple, “I feel I have a number of good qualities" was changed to “I feel I have 
a number of good qualities for the performance of my job." We used super- 
visory, ratings to measure job performance in studies 5 and 6 and also used 
an objective measure of performance for some of the employees in study 5. 
Data for that measure came from archival personnel files and reflected the 
most recent performance measurement before survey measures were ob- 
tained! The two measures of performance for study 5 reflected the major 
categories of employees at the research site: nonexempt employees, who 
received an hourly wage, and telemarketing employees, who received an 
hourly wage plus a commission for membership sales. The nonexempt per- 
formance measure was the sum of supervisory ratings on eight dimensions: 
knowledge, quality, quantity, initiative, dependability, adaptability, cooper- 
ation, and attitude. The performance measure for telemarketers was average 
dollar club-membership sales per hour during the most recent performance 
review, period. In study 6, supervisory ratings of nonexempt employees were 
in one of three classes: below standard, at standard, or above standard. Table 
2 summarizes information on which measures were employed in the various 
studies. 


1 








TABLE 2 
Studies and Their Measures 
| l Studies 
| Measures 1 2 3 4 5 6 7 

Organization-based self-esteem x x x x x x x 
Organization-based self-esteem, . 

semantic differential x 
Managerial respect Ox x 
Organizational commitment x x x x x 
General job satisfaction 

Js ` x 

IOR | x x 

MSQ | : x 
Organizational satisfaction "E x 
Internal work motivation 

JDS | x 

Lawler and Hall . x x 
Organizational citizenship x 
Global self-esteem, Rosenberg x 
Task- and job-specific self-esteem 

Rosenberg, modified x x 

Beehr | x x 
Performance 

Supervisory ratings x x 

Archival personnel files x 
Organic-mechanistic social system structures | x 


` 


Job complexity i x x 
1 
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Analyses 


Descriptive statistics, reliability, and validity. Group means and stan- 
dard deviations were calculated for each variable. For multiitem scales, we 
used coefficient alpha (Cronbach, 1951) to estimate reliability. In study 7, a 
test-retest estimate of reliability for organization-based self-esteem was also 
calculated. In addition, we calculated this test-retest correlation controlling 
for employee perceptions of the degree to which organizational change had 
occurred between the two data collections. For study 1, convergent validity 
evidence for the OBSE measure was obtained by correlating the scores for the 
Likert and semantic versions of the scale. We examined evidence on dis- 
criminant validity for that group by comparing the convergent validity co- 
efficients to correlations of OBSE with other study variables. Convergent and 
discriminant. validity evidence was also tested in studies 5 and 6 by com- 
paring the correlations of OBSE with measures of job and task self-esteem 
and with the correlations of OBSE with other study variables. Evidence as to 
the incremental validity (Sechrest, 1963; Stone, 1978; Zaccaro & Stone, 
1988) of OBSE derives from studies 5, 6, and 7. Incremental validity provides 
“some increment in predictive efficiency over the information otherwise 
easily and cheaply available” (Sechrest, 1963: 154). Tests of Hypotheses 13 
and 14 examined the predictive efficacy of OBSE, task-specific, and global 
measures of self-esteem with organization-based constructs. Finally, we 
used principal component factor analyses with varimax rotations in studies 
5 and 6 as part of the examination of discriminant and convergent validity 
evidence. 

Tests of hypotheses. Most hypotheses that make up the OBSE network 
were tested through correlational analyses of the proposed relationships. We 
tested Hypothesis 5, involving the impact of social system design on orga- 
nization-based self-esteem, using a one-way analysis of variance for differ- 
ences in OBSE between mechanistic and organic settings, controlling for the 
order in which the simulated organizational types were experienced. 


RESULTS 


Since the purpose of the empirical studies was to demonstrate the con- 
struct validity of the OBSE scale, we have chosen to organize our results 
around several major indicators of construct validity, for example, reliability 
and incremental and predictive validity. Some of the tests reported here 
derive from the hypothesized predictions presented in the OBSE nomolog- 
ical network, and others reveal information about other properties (e.g., in- 
ternal consistency and convergent and discriminant validity) of a construct- 
valid scale. 


Descriptive Statistics 


Table 3 presents means, standard deviations, correlations, and the size 
of the data set for each variable by study. Where appropriate, coefficient 
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alphas are also shown. Coefficient alphas for all variables in the nomological 
network for organization-based self-esteem reached acceptable levels. 


Reliability Estimates 





Coefficient alphas and test-retest correlations were calculated in order 
to examine the reliability of the OBSE scale. These tests provided us with 
insight into the scale’s internal consistency, the homogeneity of scale items, 
and the stability of the scale’s measurement across time (Hypothesis 3). 

Internal consistency. Across all seven studies and eight variables, each 
alpha value was equal to or greater than .86, ranging to a high of .96 in study 
4. The average alpha value was .91. The strength of these internal consis- 
tency estimates provides evidence for the homogeneity of the scale items. 

Test-retest reliability. The test-retest reliability coefficient was .75 (p < 
.01). After we controlled for perceived organizational change, the test-retest 
correlation rose to .87 (p < .01). The strength of this association provides 
support for the stability of the construct proposed in Hypothesis 3. 


Convergent Validity 


A :construct-valid scale converges more with similar measures of the 
same construct than with measures of substantively different constructs. We 
examined organization-based self-esteem in association with a semantic dif- 
ferential version of the OBSE scale and inspected evidence in support of the 
positive association between OBSE and global self-esteem (Hypothesis 1), 
and OBSE and job- and task-specific measures of self-esteem (Hypothesis 2). 

The two OBSE measures used in the first study correlated .69 with one 
another (see Table 3). With one exception, a correlation of .77 between OBSE 
and organizational satisfaction, this association was stronger in magnitude 
than correlations of OBSE with any of the other non—self-esteem variables 
examined across the seven studies and 26 comparisons. In study 7, global 
self-esteem measured at time 2 had a positive (r = .48, p < .01) relationship 
with OBSE, also measured at time 2, thereby supporting Hypothesis 1. In 
studies 5 and 6, we expected that the OBSE measure would converge more 
with the modified Rosenberg (1965) and Beehr (1976) task-specific self- 
esteem measures than with other study variables. With one exception— 
OBSE and commitment in study 6—this was true. OBSE correlated .54 (p < 

.01) and . .57 (p < .01) with the Rosenberg and Beehr scales in studies 5 and 
6 respectively, supporting Hypothesis 2. This pattern of correlations pro- 


vides convergent validity evidence for the OBSE scale. 


Discriminant Validity 

In order to provide additional evidence for the construct's convergent 
and discriminant validity, results from the three self-esteem scales (OBSE, 
Beehr, and Rosenberg) used in studies 5 and 6 were factor-analyzed with 


several other study variables: organizational commitment, job complexity, 
intrinsic motivation, job satisfaction, and organizational satisfaction. In both 
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studies, a two-factor solution emerged, with self-esteem forming one factor 
and affect forming the other (see Table 4). Across the two groups, the three 
self-esteem scales have average loadings of .79 on the self-esteem factor and 
.21 on the affect factor. The other variables averaged .26 on the self-esteem 
factor and .62 on the affect factor. Thus, OBSE associated more strongly with 
other measures of self-esteem than with measures of conceptually distinct 
variables, providing additional convergent validity evidence. The emer- 
gence of the two-factor solution, with OBSE as one factor and measures of 
expected organizational correlates as the second, provides evidence of dis- 
criminant validity for the measurement of organization-based self-esteem. 


Incremental Validity 


Hypotheses 13 and 14 were created in order to demonstrate the incre- 
mental validity of the OBSE scale. The results of tests of these two hypoth- 
eses provided evidence for the predictive efficacy of OBSE in relation to 
other organization-based constructs, organizational commitment and orga- 
nizational satisfaction. 

To discriminate the OBSE measure from measures of task-specific self- 
esteem, the correlations between OBSE and organizational commitment 
were contrasted with the correlations between task-specific self-esteem and 
organizational commitment (Hypothesis 13). In line with the argument for 
consonant levels of analysis, on the average OBSE correlated higher (r = .55) 
with organizational commitment than did the task-specific measures (aver- 
age r = .30), providing support for Hypothesis 13. These differences were 
significantly different (p « .01) on four out of four possible contrasts. Thus, 
findings support the hypothesis that consonant levels of analysis produce 
stronger relationships, though we must also remember that the task-specific 
self-esteem scales were less reliable than our measure of OBSE. 

Hypothesis 14 was also formulated in an effort to discriminate OBSE 
from measures of global self-esteem in the prediction of organization-based 
constructs. We compared the correlation between OBSE and organizational 


TABLE 4 
Rotated Factor Matrixes for Discriminability Analyses 
Study 5 Factors Study 6 Factors 
Variables Affect Self-esteem Affect Self-esteem 
1. Organization-based self-esteem .36 73 .50 .87 
2. Rosenberg's job self-esteem 11 .83 .02 .83 
2. Beehr's task self-esteem .05 .85 .22 .80 
4. Organizational commitment .87 .25 .76 .25 
5. Job complexity .22 56 .07 .66 
6. Intrinsic motivation .32 31 43 21 
7. General job satisfaction 88 18 .89 .07 
8. Organizational satisfaction ER 13 .86 —.03 
Eigenvalues 3.67 1.46 3.36 1.56 


Percent variance explained 45.90 18.20 42.00 19.50 
Linc ues drin ith Mar E ER ER ERE RI ESL EE EE 
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satisfaction in study 7 with a similar correlation involving global self- 
esteem. The correlation between OBSE and organizational satisfaction at 
time 2|was .77 (p « .01) and the correlation between global self-esteem and 
organizational satisfaction was .39 (p « .01). Not only does OBSE account for 
44 percent more of the criterion variance than global self-esteem, but the 
difference between these two correlations is statistically significant (p « 
.01). The test of Hypothesis 14 provides further evidence for organization- 
based self-esteem's distinctness from existing measures of self-esteem as 
well as evidence for the use of consonant levels of analysis in self-esteem 
research. 


Predictive Validity 


Tests of Hypotheses 5 and 12 provided evidence for the predictive va- 
lidity of OBSE. We conducted a laboratory experiment manipulating condi- 
tions believed to affect OBSE to test Hypothesis 5, and examined a conse- 
quencé of OBSE in a longitudinal correlation between the construct and 
organizational satisfaction to test Hypothesis 12. 

An ANOVA was employed to examine the relationship between social 
system design and organization-based self-esteem. Hypothesis 5 predicted 
that employees experiencing a mechanistic-bureaucratic social system will 
experience a significantly lower level of OBSE than their counterparts in a 
more organic social system. Results from the ANOVA reveal a statistically 
significant (F — 21.58, p « .01) difference in OBSE across the two types of 
organization. Confirming the prediction, those working under the mecha- 
nistic design reported lower levels of OBSE (x — 33.11) than their counter- 
parts working under more organic organizational conditions (x = 41.72). 
Analyses indicated that there were no significant effects on the criterion 
attributable to the order of laboratory experiences. 

The product-moment correlations were inspected to gain clearer insight 
into the relationship between social system structure and OBSE. Six of the 
seven design variables, concern for procedures being the single exception, 
had significant correlations with the OBSE scale (r = —.32, p < .05 to r = 
—.54, p « .01). The direction of these relationships suggests that employees 
exposed to high levels of impersonality, authority, formality, concern for 
control, and inflexibility and to low levels of democracy tend to develop a 
psychological state in which their OBSE is low. Individuals who experi- 
enced a social system with the opposite design features developed high 
OBSE. Because of the strong intercorrelations among the social-system struc- 
ture variables, however, a unit-weight model depicting a mechanistic- 
organic social system design was constructed and correlated with the crite- 
rion (see Table 3). This relationship (r = —.46, p « .01) suggests that as a 
social system becomes increasingly mechanistic, OBSE decreases. This pat- 
tern provides support for the construct validity of our OBSE measure (Hy- 
pothesis 5) and for one of Korman's (1976) major hypotheses. 

Organization-based self-esteem was also hypothesized to predict an em- 
ployeeís level of organizational satisfaction (Hypothesis 12). OBSE measured 


X! 
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at time 1 significantly predicted organizational satisfaction (r — .59, p « .01) 
at time 2, thereby providing support for the positive relationship between 
organization-based self-esteem and employee satisfaction. With the organi- 
zational change that occurred between time 1 and time 2 controlled, this 
relationship was somewhat stronger (r — .70, p « .01). 


Concurrent Validity 


Several hypotheses (4, 6, and 7—11) from the OBSE nomological net- 
work were examined in an effort to inspect the concurrent validity of the 
organization-based self-esteem scale. We positioned variation in job com- 
plexity and managerial respect (Hypotheses 4 and 6) in the nomological 
network as antecedents of organization-based self-esteem. Each of these vari- 
ables had a significant (p « .01) cross-sectional correlation with the crite- 
rion. In fact, inspection of Table 3 reveals that some of these correlations are 
quite substantial in magnitude. The strength of these associations ranged 
between .30 (p « .01) and .52 (p « .01) for managerial respect and between 
.39 (p < .01) and .44 (p < .01) for job complexity. These observations support 
the hypothesized relationships. Employees who experience managerial re- 
spect and complex jobs have higher levels of OBSE than employees who do 
not. Five variables—organizational commitment, organizational citizen- 
ship, general job satisfaction, internal work motivation, and performance— 
were theoretically positioned in the nomological network as consequences 
of OBSE (Hypotheses 7—11). Tests confirmed all hypotheses (see Table 3) 
with one exception: one hypothesis was confirmed on only one of the two 
performance measures used in study 5. The correlation coefficients ranged 
between .15 (p < .05) for job performance (supervisory rating) to .60 (p < .01) 
for organizational commitment (self-rating). Thus, compared to employees 
who experience a low level of OBSE, employees with a high level tend to be 
better organizational citizens and better performers and to have higher job 
satisfaction, organizational commitment, and internal work motivation. 

It might be argued that the correlations between self-report measures 
and organization-based self-esteem were higher than between the non— 
self-report measure and the construct because of methods bias (Schwab, 
1980). We do not doubt that this is partially true. However, all the self-report 
measures used in testing these hypotheses have reasonably well-known psy- 
chometric properties, and thus the impact of method variance is likely to be 
low (Spector, 1987). Moreover, this pattern of correlations could also be due 
in part to the performance appraisal measures having lower psychometric 
quality than the self-report measures. We feel that the magnitude and dif- 
ferential pattern of correlations across measures outweigh criticisms of 
methods bias (cf. Gerhart, 1987). 


DISCUSSION 


Employees with high organization-based self-esteem perceive them- 
selves as important, meaningful, effectual, and worthwhile within their em- 
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ploying organization. The results of our research on the measurement and 
validation of OBSE across seven studies suggest the importance of the con- 
structiand the viability of our measure of it. Our measure demonstrates 
consistently good internal consistency reliability, homogeneity of scale 
items, and stability over time. This developmental research scale possesses 
appropriate convergent and discriminant validity and reasonable predictive 
and concurrent validity when placed within a nomological network. The 
scale had stronger predictive efficacy in relations with other organization- 
based' constructs than measures of global or task- and job-specific self- 
sive: The evidence presented here supports our belief that OBSE is part of 
employees’ belief systems. Both the proposed determinants and conse- 
quences of OBSE were appropriately related to OBSE in the various studies 
reported here. Neither the nature of the respondents involved nor the spe- 
cific instruments used to measure other study variables appeared to substan- 
tially affect these relationships. 

The results of the seven studies reported here suggest that the determi- 
nants of OBSE may include managerial respect, organizational structure, and 
job complexity. Factors influenced by organization-based self-esteem may 
include not only global self-esteem but also job performance, intrinsic mo- 
tivation, general satisfaction, citizenship behavior, organizational commit- 
ment, and organizational satisfaction. It should be noted, however, that only 
two of the seven studies were longitudinal, thereby permitting few conclu- 
sions about causality. These results are not much different from those of 
earlier examinations of self-esteem in terms of the nature of relationships 

revealed: Positive experiences lead to high self-esteem, negative experiences 

lead to low self-esteem. But our results are some of the first to indicate that 
experiences in an organization affect employees' levels of organization- 
based self-esteem, which in turn b may affect their organization-related be- 
haviors and attitudes. 

We also provide evidence that using measures with consonant targets of 
perception— here, organization to organization —enhances the predictive 
validity of those measures. In that respect, we encourage researchers inter- 
ested in self-esteem to use a measure of self-esteem that is consistent in 
context (isometric) with the other variables under study. But we also would 
encourage researchers to employ multiple measures of self-esteem to con- 
tinue to ascertain the degree to which different measures possess construct 
validity. 

\though the focus of the studies reported here was construct validation 
and not testing theories of self-esteem, it should be noted that results sup- 
ported all of the study hypotheses. It is clear that future research on organi- 
zation-based self-esteem needs to provide additional longitudinal tests of 
both its determinants and consequences. In a more theoretical vein, we 
believe that our measure of OBSE may yield better predictive efficacy than 
task- and job-specific or global measures of self-esteem in the study of such 
variables as organizational commitment, organizational citizenship, organi- 
zational culture, and organizational climate and satisfaction. For example, 
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OBSE may moderate the relationship between organizational commitment 
and job performance in such a way that the relationship between commit- 
ment and performance is stronger for high OBSE employees than for low 
OBSE employees; these relationships would be analogous to the relation- 
ships between task-specific self-esteem, job complexity, and performance 
hypothesized by Tharenou and Harker (1984). In using OBSE in future hy- 
pothesis testing, researchers need to ask themselves whether the way em- 
ployees view their competence in an organization directly or indirectly af- 
fects, or is affected by, other constructs of interest. 

It should also be noted that organization-based self-esteem focuses on 
individuals’ assessments of their organizational worth, which.stems from a 
history of organizational, interpersonal, and systemic experiences. OBSE 
differs from such value-laden constructs as central life interest (Dubin, 1956) 
and job involvement (Lodahl & Kejner, 1965), which possess higher emo- 
tional-affective components. We also distinguish OBSE from such possible 
outcomes as self-perceptions of efficacy in performing a particular task 
(Bandura, 1977). Self-efficacy is frequently seen as an expectation (efficacy 
expectation) in "the conviction that one can successfully execute the behav- 
ior required to produce the outcomes" (Bandura, 1977: 193). Future research 
should be directed to testing the consequent and antecedent relationships of 
self-efficacy and self-esteem. Future research might also be directed toward 
testing the intervening role of selí-efficacy in the relationships between 
OBSE and performance accomplishments, vicarious experiences, emotional 
arousal, and verbal persuasion (cf. Bandura, 1977). Still other research might 
seek to distinguish self-consistency (Korman, 1976), self-enhancement (Dip- 
boye, 1977), and information-screening (Taylor & Brown, 1988) explanations 
for effects of OBSE on organization-based employee responses. Finally, we 
need to learn more about the relative importance of situational factors and 
the attitudes and behavior of others as antecedents to organization-based 
self-esteem and the process through which these determinants operate. 

On the basis of the research reported here, we concur with Korman's 
view that the structural features of work environments can and do send 
strong messages that shape individuals' beliefs about their organizational 
value. There is also evidence suggesting that individuals may well develop 
organizational attitudes and engage in behaviors that are consistent with 
their organization-based self-esteem. 
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PERSONAL CONSEQUENCES 
OF EMPLOYEE COMMITMENT 


BARBARA S. ROMZEK 
University of Kansas 


This study examined the effect of employee commitment on individu- 
als' nonwork and career satisfactions. Data on public employees' atti- 
tudes indicated that the individual consequences of employee commit- 
ment are positive, supporting the notion that psychological attachment 
to a work organization yields personal benefits for individuals. These 
results contradict the notion that people necessarily pay a high per- 
sonal price for high levels of employee commitment and caution against 
viewing psychological attachment as a zero-sum phenomenon. 


Scholars have long been interested in employee commitment. As with 
many other constructs, the scholarly literature includes diverse definitions 
and measures of employee commitment. The works of Buchanan (1974), 
Etzioni, (1975), Hall, Schneider, and Nygren, (1970), Hrebiniak and Alutto 
(1972), Porter, Steers, Mowday, and Boulian, (1974), Salancik (1977), and 
Sheldon (1971) represent most, but not all, of that diversity. Within this body 
of research, the various definitions share a common component: a view of 
employee commitment as a sense of attachment to a work organization. 
Some authors have emphasized that attachment in terms of such behavior as 
investing in a course of action (Hrebiniak & Alutto, 1972; Salancik, 1977; 
Sheldon, 1971). Others have emphasized an affective, emotional component: 
commitment as a sense of loyalty and psychological attachment (Buchanan, 
1974; Etzioni, 1975; Hall et al., 1970; Porter et al., 1974; Romzek & Hen- 
dricks, 1982). The present research took the latter approach to employee 
commitment. 

Employee commitment is generally viewed as a positive factor for both 
individuals and organizations (Mowday, Porter, & Steers, 1982; Simon, 
1976; Stevens, Beyer, & Trice, 1978). Nonetheless, some research has ques- 
tioned the notion that employee commitment always has desirable conse- 
quences for individuals and organizations (Mowday et al., 1982; Randall, 
1987; Salancik, 1977). The potential for overly committed employees, usu- 
ally labeled zealots, to have negative effects on organizations has long been 
recognized (Downs, 1967). Most research on the outcomes of employee com- 


Funds for this research were provided by grants from the U.S. Department of Labor and the 
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helpful comments of Paul Johnson, Dan Spencer, and anonymous reviewers. 


848 


650 Academy of Management Journal September 


mitment has focused on organizationally relevant consequences, such as 
turnover and performance behaviors (Reichers, 1985). 

‘Very little empirical work has examined the potential relationships be- 
tween employees’ commitment and their personal lives (Korman & Korman, 
1980; Korman, Wittig-Berman, & Lang, 1981). The current research extended 
work on the consequences of commitment to test whether positive or nega- 
tive individual consequences result from employees’ commitment. The anal- 
yses reported here use panel data; they tested the effects of employee com- 
mitment on individuals’ satifaction with their nonwork lives and career 
progress. 


THE PERSONAL CONSEQUENCES OF COMMITMENT 
Nonwork Consequences 


Although previous research findings concerning the relationship be- 
tween people’s work and nonwork lives have been diverse (Near, Rice, & 
Hunt, 1980), the patterns that have emerged support the thesis that individ- 
uals’ work and nonwork attitudes are related (Orpen, 1978; Romzek, 1985; 
Schmitt & Mellon, 1980; Staines, 1980). Among white-collar and profes- 
sional employees, the prevailing pattern is one of spillover between work 
and nonwork lives, wherein the experiences and attitudes of the work do- 
main influence the nonwork domain, and vice versa (Romzek, 1985; Staines, 
1980). 

The question of whether work affects the nonwork arena or vice versa is 
still unresolved. For example, Orpen (1978) found causality to be stronger 
from work to nonwork satisfaction than it was in the opposite direction. 
Schmitt and Mellon (1980) found evidence of the opposite relationship, 
indicating that general life satisfaction affected job satisfaction. 

The question of interest to this research was whether the effect of em- 
ployee commitment on nonwork satisfaction is positive or negative. Em- 
ployee commitment affords individuals a chance to develop a sense of be- 
longingness and to fulfill the human need for meaningful work. When in- 
dividuals feel committed to their work organizations, they share the 
organizations’ values. They derive personal meaning from their work expe- 
riences because pursuing organizational goals is consistent with their per- 
sonal values. As a result, they feel good about themselves and what they are 
doing at work. In turn, these good feelings are expected to spill over into 
employees’ nonwork lives. 

Research has demonstrated that employees can sustain high psycholog- 
ical involvement in both their work organizations and their families (Barto- 
lome & Evans, 1979; Romzek, 1985). In their study of chief executive officers, 
Margerison and Kakabadse (1984) found most of their respondents reporting 
satisfaction with both their work and personal lives; only 4.5 percent of the 
men and 3.5 percent of the women who responded reported home-work 
conflicts as a source of difficulty. Of course, if individuals do not have much 
involvement outside of their work, the potential for spillover between work 
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and nonwork may be small. For example, at different stages of the life cycle, 
people may vary in their level of involvement in their families. 

Other scholars have raised questions about whether such work-nonwork 
spillover is necessarily positive. For example, Randall (1987) argued that 
employee commitment has negative consequences for individuals’ ability to 
accommodate nonwork roles; the higher employees’ organizational commit- 
ment, the more negative the personal consequences. Korman and Korman’s 
(1980) case studies of individuals who were successful at work and felt 
alienated in their personal lives provide some indirect support for Randall’s 
argument. Although that research suggested that conflict between an indi- 
vidual’s work and nonwork life is possible, it did not support the inference 
that such conflict is typical or inevitable. 

All of the studies cited above relied on cross-sectional data. The present 
study used panel data to test the consequences of employee commitment at 
one time on individuals’ nonwork satisfaction at a later time. Since em- 
ployee commitment is an affirmative phenomenon, it was expected to have 
a positive effect on the personal lives of committed individuals. In particu- 
lar, I hypothesized that employee commitment would have positive conse- 
quences for individuals’ nonwork satisfaction. In light of the potential for 
family involvement and age to influence the relationship between work and 
nonwork satisfaction, the test of this relationship included controls for both: 
those variables. 


Career Consequences 


Conventional wisdom holds that organizations reward employee loyalty 
(Whyte, 1956). Several scholars have argued that organizational commit- 
ment is rewarded with career progress (Hacker, 1978; Kanter, 1977; Randall, 
1987). If committed employees enjoy better career progress, they should also 
be more satisfied with their career progress than other employees. 

Committed employees should also be more satisfied with their career 
prospects within their organization. The more commitment individuals feel 
toward their work organizations, the more they share a collective view of 
what is good for those organizations. Because such individuals share orga- 
nizational values, they are less likely to see their personal career ambitions 
as being at odds with their organization’s judgment of where they can make 
the best contribution. This does not mean that individuals are likely to 
completely subjugate personal ambitions to their organization’s view. 
Rather, it means that highly committed employees have more trust in the 
organization they work for than employees with lower levels of commit- 
ment. Highly committed employees trust the organization will reward them 
in the future with career prospects. Hence, I hypothesized that employee 
commitment will have positive consequences for individuals’ satisfaction 
with their career progress and prospects. 

Of course, there are many other causes of career satisfaction. One im- 
portant aspect is how satisfied individuals are with their current jobs. Al- 
though Curry and his colleagues failed to find any support for causal link- 
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ages between job satisfaction and organizational commitment (Curry, Wake- 
field, Price, & Mueller, 1986), the close connection between job and career 
led me to expect that job satisfaction would affect individuals' satisfaction 
with their career progress. In this research, I tested for the effect of employee 
commitment at one time on career satisfaction at a later time while control- 
ling for the effect of job satisfaction at the latter time. 
The question examined herein is whether the consequences of em- 
ployee commitment on nonwork and career satisfactions are positive or 
negative, and the central hypothesis is that those effects are positive. 


METHODS 


Study Design 


Design limitations in social science field research generally prevent test- 
ing for true causality, but such circumstances can be approximated through 
the use of panel data. The analyses in this article are based on a two-wave 
panel study that surveyed the attitudes of a random sample of 485 public 
employees in 1982 (time 1) and resurveyed those same individuals in 1984 
(time 2). 

'he survey involved self-administered paper-and-pencil question- 
naires. The respondents returned questionnaires to me by direct mail using 
prestamped, preaddressed envelopes. The total sample was drawn at ran- 
dom from personnel listings of full-time employees provided by the coop- 
erating agencies. The agencies represented a diversity in level of govern- 
ment, scope of services provided, and size and constituted an availability 
sample.’ For the first wave of data collection, I drew samples of 100 em- 
ployees from agencies with more than 100 employees and included the 
entire workforces of agencies with fewer than 100 employees. I mailed ques- 
tionnaires to a total of 704 employees at work; of these, 484 returned com- 
pleted questionnaires, yielding a response rate for the first wave of data 
collection of 69 percent. 

Of the 484 respondents in the original wave of data collection, 368 were 
still einployed in the same agency in the summer of 1984, representing an 
overall retention rate of 76 percent.? I recontacted these 368 employees in 
the summer of 1984. Of those recontacted, 334 returned completed ques- 
tionnaires, yielding an exceptionally high response rate of 92 percent for the 
second wave of data collection. 


Measures 


Most of the scales that comprise the variables used in this project were 
drawn|from previous research efforts. The career satisfaction scale was de- 


: There ware nine cooperating agencies: three federal offices, three state agencies, and three 
local governments in Kansas and Missouri. 


2 This figure 1s'consistent with recent figures citing a turnover rate for public employees of 


between a sixth and a quarter of the workforce per year (Stillman, 1987). 
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veloped for this study. For the exact wording of the items used in the various 
scales, see the Appendix. 

Organizational involvement. Organizational involvement was the con- 
cept used in this study to measure employee commitment. This organiza- 
tional involvement measure is similar to that proposed by Etzioni (1975); it 
represents a continuum of psychological attachment to an organization that 
ranges from positive affect, or organizational commitment, to negative affect, 
or organizational alienation (Romzek, 1985). Unlike one-dimensional com- 
mitment scales that only capture positive psychological attachment, the low 
end of the organizational involvement scale has a substantive interpretation: 
alienation. A low score reflects negative feelings toward an employing or- 
ganization. 

The positive psychological attachment items were drawn from the 
scales developed by Hall and colleagues (1970) and by Buchanan (1974) 
emphasizing identification and loyalty toward a work organization and or- 
ganizational norms for commitment. Items were added to tap any negative 
feelings toward the organization as well. Organizational alienation items 
asked about conflicts between organizational responsibilities and personal 
values, conscience, and personal politics. In addition, I asked respondents 
about their friends' attitudes toward the respondents' places of employment. 

These various items were subjected to separate principal components 
factor analyses. This first stage of factor analyses constituted conceptual 
cleaning and data reduction. At this stage, I used both orthogonal and ob- 
lique factor rotations to check one type of rotation solution against the other 
and kept only items that loaded above .50 in both analyses. Four separate 
scales emerged: organizational commitment, organizational norms for com- 
mitment, conscience consonance, and friends' approval of respondent's 
place of employment. I then conducted a second oblique factor analysis 
using the factor scores generated for the separate scales to ascertain the 
nature of the relationship among these separate factors. Each first-order fac- 
tor loaded on the organizational involvement dimension with a factor load- 
ing above .30. The resultant organizational involvement scale has a Cron- 
bach alpha of .77. 

Nonwork satisfaction. The nonwork satisfaction scale was adapted from 
items developed by the National Opinion Research Center.? The five-item 
scale measures the extent to which individuals report being satisfied with 
nonwork aspects of their lives, excluding their families. Specific items focus 
on individuals' satisfaction with their city of residence, friendships, hob- 
bies, health and physical condition, and the recognition received for accom- 
plishments in their personal lives. Responses are in a Likert format, and the 
scale's Cronbach alpha is .73. 

Family involvement. The family involvement scale was first developed 


3Items were drawn from the 1977 and 1978 General Social Surveys conducted by the 
National Opinion Research Center at the University of Chicago. 
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(Romzek, 1985) using factor analyses incorporating both oblique and orthog- 
onal rotation. I retained only items with factor loadings of .50 or higher in 
both solutions. The resulting five-item scale measures the extent to which 
individuals report their families are an important focus for their psycholog- 
ical attachments (a = .71). 

- Age. The age variable has nine categories of 5 years each. The lowest 
category is for individuals 25 years of age or younger and the highest is for 
people over 60 years of age. 

Career satisfaction. The career satisfaction scale, developed specifically 
for this study, measures the extent to which employees feel satisfied with 
their career progress to date and their career prospects in the future. The 
measure is a two-item scale with a Likert response format ranging from very 
dissatisfied (1) to very satisfied (5). The scale has a Spearman-Brown split- 
half reliability coefficient of .70. 

Job satisfaction. The scale measuring job satisfaction, which captures an 
individual's positive affect toward a job, taps two of the five dimensions 
incorporated by Smith, Kendall, and Hulin's (1969) Job Descriptive Index: 
the job itself and supervision. The scale allows individuals to report their 
level of satisfaction in a Likert format and has a Spearman-Brown split-half 
reliability coefficient of .65. 


RESULTS 


Table 1 presents scale means, reliability coefficients, and interitem cor- 
relations. 

Table 2 reports results of the first regression analysis. The first equation 
measures the effect of organizational involvement at time 1 on nonwork 
satisfaction at time 2, with controls for the effects of family involvement and 
age at time 2. Its results indicate that organizational involvement has a mod- 
est, but nonetheless noteworthy, positive effect on nonwork satisfaction. In 
fact, the effect of organizational involvement at time 1 on nonwork satisfac- 
tion at time 2 is not much weaker than the effect of family involvement at 
time 2 on that same variable. When the effects of age and family involvement 
are controlled, organizational involvement registers a beta weight of .19. 

The modest strength of the relationship between organizational involve- 
ment and nonwork satisfaction is not a cause for concern. Diener (1984) 
noted that researchers should not expect any single trait to account for much 
of the variance in subjective feelings of well-being. More important, the 
direction of the relationship supports the hypothesis that psychological at- 
tachment to work organizations has positive personal consequences for in- 
dividuals, even with a two- -year time lag.* People with the highest levels of 


* To test for the possibility of curvilinearity in the relationship between organizational 
involvement and nonwork satisfaction, a second regression equation was computed that in- 
cluded a squared organizational involvement variable. The parameter estimate for the squared 
organizational involvement variable in the quadratic equation was negligible (b = —.02). 
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TABLE 2 
Results of Regression Analysis for Nonwork Satisfaction, T, 

Independent Variables Betas 
Family involvement, time 2 l ,24*** 
Age, time 2 .12* 
Organizational involvement, time 1 .19*** 
R? 41 
Adjusted R? A0 
R .33 
F 13.66*** 
N 334 

*p-«.05 
*** p < 001 


organizational involvement enjoy the highest levels of nonwork satisfaction. 
Hence, the findings discredit arguments that employees' psychological at- 
tachment to their work organizations has negative consequences for them. 
The second equation in the regression analyses tests the effect of orga- 
nizational involvement at time 1 on the career satisfaction employees report 
two years later when the effects of job satisfaction at time 2 are controlled. 
Because organizational involvement is based on value congruence, it should 
be a fairly stable attitude over a two-year period." 
The results reported in Table 3 indicate that, when the effects of job 
satisfaction are controlled, organizational involvement has positive conse- 
. quences for career satisfaction two years later. The beta weight of .16 for 
organizational involvement indicates that it has a moderate positive effect 
on career satisfaction. As hypothesized, the higher an employee's level of 
organizational involvement at time 1, the higher the satisfaction with career 


progress two years later.? 


DISCUSSION 


The analyses reported here indicate that organizational involvement has 
positivé consequences for individuals. These results are consistent with re- 
search that suggests employees experience positive personal consequences 
from their employment (Bartolome & Evans, 1979; Kessler & McRae, 1982; 
Orpen, 1978; Romzek, 1985; Staines, 1980). The higher levels of organiza- 
tional involvement resulted in higher nonwork and career satisfactions. Em- 


5 To test for the stability of organizational involvement scores from time 1 to time 2, a t-test 
was run. The mean difference in scores from time 1 to time 2 was .06. Although this difference 
is statistically significant (p < .03), the level is substantively insignificant. 

? To test for the possibility of curvilinearity in the relationship between organizational 
involvement and career satisfaction, a second regression equation was computed that included 
a squared organizational involvement variable. The parameter estimate for the squared organi- 
zational involvement variable in the quadratic equation was negligible (b = —.05). 
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TABLE 3 
Results of Regression Analysis for Career Satisfaction, T, 
Independent Variables Betas 
Job satisfaction, time 2 A8*** 
Organizational involvement, time 1 .16*** 
R? .32 
Adjusted R? .32 
R .57 
F 78.56*** 
N 334 
*** p < 001 


ployees with lower levels of organizational involvement are the ones who 
feel less satisfied with those other dimensions of their lives. 

These results are consistent with the findings of Staw and Ross (1985) 
that individuals' job attitudes need to be interpreted in light of attitude 
dispositions as well as more objective work conditions. Staw and Ross noted 
that individuals may have predispositions in their attitudes toward work 
that are consistent over time and across situations. Their evidence for dis- 
positional effects on job attitudes may help researchers to interpret the pos- 
itive consequences of organizational involvement on nonwork satisfaction 
and career satisfactions. Perhaps highly involved employees are attitudi- 
nally disposed to view the various facets of their lives positively. Hence, 
they feel psychologically involved in their work organizations, and their 
disposition to view the world positively may affect their nonwork and career 
satisfactions. 

These results do not support Randall's (1987) proposition about the 
negative consequences of commitment on employees' nonwork lives. Peo- 
ple's psychological attachment to their work organization does not neces- 
sarily involve negative consequences or personal trade-offs for them. How 
can these findings be reconciled with Randall's propositions about the high 
personal costs people pay for high levels of organizational commitment? 

The discrepancy between Randall's propositions and these data may be 
due to the trade-off notion built into her conceptualization of commitment. 
The kinds of negative costs Randall posited for personal relationships pre- 
sume a zero-sum relationship between commitment and other aspects of an 
individual's life; for example, she proposed that high levels of organizational 
commitment will result in stress and tension in an individual's personal life. 
This trade-off reasoning reflects a subtle but important misunderstanding of 
the concept of commitment as psychological attachment. Unlike time, the 
amount of psychological attachment that people have to apportion among 
competing claimants (Angle & Perry, 1986; Conlon & Gallagher, 1987) is not 
finite. High levels of psychological attachment to a work organization does 
not necessarily mean a lack of psychological energy to sustain commitments 
to family or other aspects of nonwork life. Individuals can sustain several 
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psychological attachments simultaneously— work and personal involve- 
ments are not necessarily in conflict. 

This tendency to link a high level of absorption with work with psy- 
chological attachment to a work organization may be the source of the dis- 
crepancy between Randall's propositions and these findings. Psychological 
attachment to a work organization is not the same as high absorption, or 
workaholism, both of which presume a preoccupation with the focal role. 
Employees who are highly absorbed in their jobs are so preoccupied with 
their work that they do not or cannot take many opportunities to get away 
from it. Highly absorbed employees can occupy various positions; two ex- 
amples are sales agents who approach all social contacts as potential clients 
and design engineers who are so deeply engrossed in the particulars of their 
jobs that they are oblivious to interests outside of work. In some instances, 
outsiders who expect individuals in certain lines of work to be always “on” 
may impose an expectation of high absorption; for instance, people may 
expect, ministers to be ministerial or expect celebrities to always be enter- 
taining or glamorous. 

Employees with high levels of organizational involvement have strong 
psychological attachment to their work organizations, but they are not nec- 
essarily exclusively or excessively absorbed in their jobs, nor are they neces- 
sarily workaholics. Employees with high levels of organizational involve- 
ment can also sustain high levels of psychological attachment to their fam- 
ilies, their social organizations, and so on. A look at the full correlation 
matrix (Table 1) provides support for this notion. The synchronous measures 
of family and organizational involvement show very weak and statistically 
insignificant correlations at both time points, suggesting that those involve- 
ments are independent of each other. 

Of course, there are limitations to a study like this one. The inability to 
control for third-variable explanations beyond age, family involvement, and 
job satisfaction limits the breadth of the findings. One particularly important 
alternative explanation for these results lies in the potential effects of atti- 
tudinal dispositions (Staw & Ross, 1985; Watson & Clark, 1984). It may be 
that the relationships between organizational involvement and nonwork and 
career satisfactions that emerged here are a function of individuals’ predis- 
positions toward positive attitudes across time and situations. There may be 
a type of individual who is predisposed to develop psychological involve- 
ments and a type who is predisposed to keep a psychological distance. 

The former may approach their work and nonwork lives with a predis- 
position toward positive attitudes, with a tendency to be both psychologi- 
cally involved at work and satisfied with their nonwork lives and careers. 
Similarly, there may be individuals who approach their work and nonwork 
lives with negative dispositions. They may tend to be alienated from work 
and have negative attitudes about various aspects of their lives, regardless of 
the arena. The field needs further longitudinal research that can control for 
such potential third-variable effects. 

Other longitudinal research that includes three measurement points 
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would be particularly useful. It would allow tests of whether there are re- 
ciprocal effects of nonwork and career satisfactions on employees’ psycho- 
logical attachments to their work organizations. 
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APPENDIX 


Individual response totals on the items that compose each scale were summed and divided 
by the number of items in the scale. Values for analytic purposes ranged from 1 to 5, with 1 
representing the negative end of a dimension. 
Organizational involvement. Response categories were 1 = strongly disagree, 2 = dis- 
agree, 3 — mixed feelings, 4 — agree, and 5 — strongly agree. 
1. Have you considered seeking employment elsewhere since you accepted employment 
with your present employer? ` 
2. If I could begin working over again in the same occupation as I'm in now, I would 
choose this agency as a place to work. 
3. I feel a strong sense of loyalty toward this organization. 
4. I feel a sense of pride in working for this organization. 
5. If another organization offered me more money for the same kind of work, I would 
accept (reverse scored). 
6. On occasion I have been angered by attempts made by this organization to influence my 
attitudes and beliefs (reverse scored). 
7. My closest friends have very favorable attitudes toward the organization for which I 
work. 
8. There 1s a feeling here that employees should develop a personal commitment to this 
organization. 
9. I often encounter situations where my professional standards are in conflict with other 
agency programs (reverse scored). 
10. In|this organization people don't care whether or not employees are committed to the 
organization. 
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11. If I had my life to live over again, I would still choose to work for this organization. 
Job satisfaction. The response categories were 1 = very dissatisfied, 2 = dissatisfied, 3 = 
mixed feelings, 4 = satisfied, and 5 = very satisfied. 
1. How satisfied are you with your job? 
2. How satisfied are you with your supervisor? 
Family involvement. Reponse categories were the same as for organizational involvement. 
1. The major satisfactions in my life come from my family. 
2. While my family is important to me, there are many other aspects of my life that are just 
as important (reverse scored). 
3. The most important things that happen to me involve my family. 
4, While personal friendships are an important part of life, family relationships are more 
important to me. 
5. Taking all things together, I would describe my marriage as very happy. 
Career satisfaction. Response categories were the same as for job satisfaction. 
1. How satisfied are you with the career progress you have made in this organization up 
to now? 
2. How satisfied are you with your chances for career advancement in this organization in 
the future? ; 
Nonwork satisfaction. Response categories were the same as for Job satisfaction. 
1. How satisfied are you with the city or place you live? 
2. How satisfied are you with your friendships? 
3. How satisfied are you with your non-working activities, hobbies and so on? 
4. How satisfied are you with your health and physical condition? 
5. How satisfied are you with the recognition you get from accomplishments in your 
personal life? 
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The relationship between sex role stereotypes and perceived requisite 
management characteristics among men and women who were manag- 
ers was examined and compared with the results of studies of managers 
made 15 years ago. Results indicate that male middle managers still 
adhere to a male managerial stereotype. Female middle managers, 
however, no longer sex-type managerial jobs. 

i 

Inithe early 1970s, Schein demonstrated a relationship between sex role 
stereotyping and characteristics perceived as requisite for success as a man- 
ager. Two studies showed that both men (Schein, 1973) and women (Schein, 
1975) who were middle managers perceived successful middle managers as 
possessing characteristics, attitudes, and temperaments more commonly as- 
cribed to men in general than to women in general. Such sex role stereotyp- 
ing of managerial work can result in the perception that women are less 
qualified than men for management positions and negatively affect women's 
entry into such positions (Schein, 1978). 

Since the time of Schein's empirical research, both society in general 
and management in particular have undergone change. In 1972, women 
filled 19 percent of all management positions, whereas today women fill 
nearly 33 percent of these positions (Hymomitz & Schellhardt, 1986). How- 
ever, women hold only 2 percent of senior management jobs in America's 
largest companies (Berlin, 1988). Business Week's list of the top 1,000 chief 
executives for 1988 included only four women, which is twice as many as 
in 1987; And although the rate of women's participation in managerial jobs 
has increased, the salaries woman managers receive do not confirm that their 
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position has bettered. Women working as managers earned 61 percent of 
what men earned as managers in 1986 (U.S. Department of Commerce, 
1987), and only 0.6 percent of managers who earned $100,000 per year or 
more were women (Stead, 1985). 

Despite gains, there is a dearth of women in senior executive positions 
(Trafford, Avery, Thornton, Carey, Galloway, & Sanoff, 1984) and among the 
ranks of the highest paid individuals in major corporations (Ms., 1987). That 
fact suggested that the association between sex role stereotypes and charac- 
teristics people perceive as requisite for success as a manager may still be 
relatively strong and operative. A consensus of more than 800 American 
executives indicated that psychological barriers to women in management 
remain. Sex role stereotypes regarding women's behavior and work habits 
and the reasons women work have a real and negative impact on women, 
although there are some supportable and complex reasons for women's ab- 
sence from senior management, such as their taking time out for raising 
children, lack of mobility, and social problems (Small Business Report, 
1979). 

The purpose of the current research was to determine to what extent the 
association between sex role stereotypes and requisite management charac- 
teristics existed among middle managers 15 years following Schein's initial 
work. Brenner and Greenhaus (1979), in a study of male and female manag- 
ers and nonmanagers, found that traits such as aggression, dominance, and 
achievement orientation, which have been attributed to male managers, are 
more likely to be associated with both men and women who have attained 
managerial positions. Although such results imply that the male managerial 
stereotype may be changing, women's still-limited participation in positions 
of power and influence suggests the possibility of no change. Thus, we 
hypothesized that managers who are men will perceive successful middle 
managers as possessing attitudes, characteristics, and temperaments more 
commonly ascribed to men in general than to women in general (Schein, 
1973). Although more women are in the managerial workforce today, they 
may still be emulating the masculine model of success. Thus, we hypothe- 
sized that woman managers will also perceive successful middle managers 
as possessing characteristics, attitudes, and temperaments more commonly 
ascribed to men in general than to women in general (Schein, 1975). Finally, 
since Schein previously (1973, 1975) found that age and tenure moderated 
these relationships, we also examined the effects of those two variables. 


METHODS 
Data 


Data were provided by 420 men and 173 women who were managers of 
various departments within nine firms located in the northeastern United 
States. Four were manufacturing firms, four were service-oriented, and one 
combined manufacturing and service. Ages for the men studied ranged from 
23 to 64 years, with a median of 42.0, and ages for the women ranged from 
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22 to 63, with a median of 40.5. The men's years of experience as managers 
ranged from 1 to 32, with a median of 9.0 years; the women's managerial 
experience ranged from 1 to 34 years, the median being 8.0 years. These 
demographics were very similar to those for the managers studied by Schein 
(1973, 1975) fifteen years earlier. The type of department, company, and 
position level were similar for the men and women studied. 


Measuring Instrument 


| 

The Schein 92-item descriptive index (1973, 1975) was the question- 
naire used to define both sex role stereotypes and characteristics of success- 
ful middle managers. The questionnaire has three forms, all containing the 
same descriptive terms and instructions; however, one form asks for a de- 
scription of women in general, one for a description of men in general, and 
one for a description of successful middle managers. Each manager received 
only one form of the questionnaire. 

The instructions on the three forms of the descriptive index were as 
follows: 


On the following pages you will find a series of descriptive terms 
commonly used to characterize people in general. Some of these 
. terms are positive in connotation, others are negative, and some 
are neither very positive nor very negative. 

We would like you to use this list to tell us what you think 
(women in general, men in general, or successful middle man- 
agers) are like. In making your judgments, it might be helpful to 
' imagine you are about to meet a person for the first time and the 
only thing you know in advance is that the person is (an adult 
female, an adult male, or a successful middle manager). Please 
: rate each word or phrase in terms of how characteristic it is of 
(women in general, men in general, or successful middle man- 
agers). 








Respondents rated the descriptive terms on a 5-point scale ranging from 1, 
not characteristic, to 5, characteristic, with a neutral rating of 3, neither 
characteristic nor uncharacteristic. 


Procedures 


Within each company, a representative with research experience was 
asked to randomly distribute an equal number of the three forms of the 
descriptive index to men and women managers. In providing each company 
with a supply of questionnaires, we mixed the three forms so that represen- 
tatives would not inadvertently distribute the form types unevenly among 
different departments. The salary range was updated to $25,000—$55,000 
from the original salary range of $12,000—$30,000 used in the earlier Schein 
studies; a gross national product implicit price deflator of 2.2 for the inter- 
vening 15 years and rounding (U.S. Department of Commerce, 1986) pro- 
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vided the basis for the change. The managers surveyed were not aware of the 
purpose of the study. 

Of the total number of descriptive indexes distributed, the managers 
returned 694 out of 945, or 73.4 percent, to the company representatives. 
Depending on the company, from four to ten weeks elapsed between ques- 
tionnaire distribution and the time the company representative mailed them 
back to us. For the questionnaires eliciting descriptions of women, men, and 
managers, respectively, the return rates were as follows: for the male respon- 
dents, 74.3 percent, 69.2 percent, and 75.7 percent; and for the female re- 
spondents, 72.3 percent, 73.3 percent, and 77.2 percent. The usable number 
of questionnaires was reduced to 420 for the men (147, 125, and 148 for the 
three forms in the same order as the percentages just given) and to 173 for the 
women (51, 61, and 61) because we eliminated questionnaires on which 
respondents omitted demographic data like age and gender. = 


Analyses 


Intraclass correlation coefficients (r' from two randomized-groups 
analyses of variance were computed to determine the degree of similarity 
between the descriptions of men and managers and between the descriptions 
of women and managers for the men and women who responded (cf. Hays, 
1963: 424). The classes, or groups, were the 92 descriptive items. In the first 
analysis, the scores within each class were the mean item ratings of the 
descriptions of men and managers, and in the second analysis, they were the 
mean item ratings of the descriptions of women and managers. The larger the 
value of r’, the more similar observations in the same class tend to be. Thus, 
the smaller the within-item variability, relative to the between-item variabil- 
ity, the greater the similarity between the mean item ratings of either the 
descriptions of men and managers or those of women and managers. 


RESULTS 


Table 1 shows intraclass correlation coefficients and the results of anal- 
yses of variance of mean item ratings. For comparison, the table includes 
intraclass correlation coefficients for Schein’s earlier (1973, 1975) studies. 

For the men responding, there was a large and significant resemblance 
between the ratings on the questionnaires eliciting descriptions of men and 
on those for descriptions of managers (r' = .72), whereas there was a near 
zero, nonsignificant resemblance between the ratings for the descriptions of 
women and managers (r’ = —.01), thereby confirming the hypothesis that 
the men responding perceived managers as possessing characteristics more 
commonly ascribed to men than to women. As shown in Table 1, these 
results are quite similar to Schein's (1973) results for male manager respon- 
dents. 

For the women in this study, there was a large and significant resem- 
blance between the ratings on the questionnaires describing men and man- 
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TABLE 1 





Analyses of Variance of Mean Item Ratings and Intraclass Coefficients 
` Source df Mean Square F r Previous Results* 
Men | 
Questionnaire describing 
Managers and men 
Between items 91 62 6.14** 22** .62** 
Within items 92 10 
Managers and women 
Between items 91 36 .99 —.01 .06 
Within items 92 37 
Women 


Questionnaire describing 
Managers and men 


Between items 91 67 3.85** .59** .54** 
Within items 92 .18 

Managers and women 
Between items 91 .62 3.15** 52** .30** 
Within items 92 .20 


* Statistics for men are from Schein (1973); for women, from Schein (1975). 
ue Dj ^ 
De DI 


agers. (r = .59) and a similar resemblance between the ratings of the de- 
scriptions of women and managers (r' — .52). Although Schein (1975) found 
a significant resemblance for both sets of ratings, the resemblance between 
ratings ón the questionnaires describing men and managers was significantly 
greater than that between the ratings for the descriptions of women and 
managers, thereby confirming the hypothesis predicting that pattern. Among 
the women in the present study, the degree of resemblance was the same for 
the descriptions of men and managers and those of women and managers 
(z = 0.68; n.s.). Thus, for managers who are women, the research replication 
did not confirm the hypothesis that managers are seen as possessing char- 
acteristics more commonly ascribed to men than to women. 

The possibility that age and tenure may moderate these relationships . 
was tested. We divided all respondents into three age levels and three tenure 
groups, with an approximately equal number of people distributed within 
each age level and tenure level within groups defined by the three forms of 
the questionnaire. We computed intraclass correlation coefficients between 
the mean ratings of descriptions of men and managers and between the 
ratings of descriptions of women and managers within each of the three age 
levels and within each of the three tenure groups. Results of these analyses 
indicate that neither age nor tenure moderated perception of these relation- 
ships byi men or women.’ 


| 


ima complete replication of Schein's studies, we also conducted an analysis of specific 
descriptive items on which men or women were perceived as similar to or as different from 
managers. Results and a complete list of items can be obtained from the first author. 
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Comparison of Men’s and Women’s Responses 


, _ intraclass correlation coefficients were also computed between the men 

and women who responded to identify similarities and differences in their 
descriptions of women, men, and managers. Further, a comparison between 
the results of the present study and those of Schein (1973, 1975) was in order 
to determine what changes had occurred through the years. Table 2 shows 
both the coefficients and the comparison figures. 

The ratings of descriptions of managers and men made by both the men 
and the women responding to the present study show a large and significant 
resemblance, as in the previous studies. However, where previously men 
and women also agreed strongly on ratings describing women (r’ = .89), the 
intraclass correlation coefficient for the present study (r' = .62) was much 
lower (z = 4.65, p « .01). Moreover, the resemblance between women's 
descriptions of women and men's descriptions of men is stronger (r' = .21, 
p < .05) and significantly different from the earlier negative relationship of 
—.15 (z = 2.43, p < .05). Although agreement between men and women on 
descriptions of men and managers has endured over the years, apparently it 
has not endured for descriptions of women. 


DISCUSSION 


The most significant result of this study is the disparity between the 
men and women who responded concerning the similarity between women 
and managers. Results for the men confirmed the hypothesis that successful 
middle managers are perceived to possess those characteristics, attitudes, 
and temperaments more commonly ascribed to men in general than to 
women in general. However, results did not support a similar hypothesis for 
women. Women viewed successful middle managers as possessing charac- 
teristics, attitudes, and temperaments that are ascribed to both men and 
women in general. 


TABLE 2 
Intraclass Coefficients Between Respondents Grouped by Gender? 
Women Responding 
Men Responding 1 2 3 
1. Describing women .62** —.16 .09 
(.89**) (.10) (.07) 
2. Describing men 217 .88** .63** 
(—.15) (.92**) (.59**) 
3. Describing managers A0** .69** .95** 
(.31**) (.57**) (.99**) 
* Values in parentheses indicate the corresponding results from Schein (1973, 1975). 


*p <.05 
** p « DI 
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The disconfirmation of the hypothesis among female middle managers 
is clearly a result of a changed view of women. As Schein suggested, 
“Among women managers any lessening of the relationship may be a func- 
tion ofja change in the perception of women in general rather than a change 
in the perceptions of requirements for managerial success or perceptions of 
men in general” (1975: 344). Indeed, this appears to be what has happened. 
The female middle managers saw women in general as somewhat more 
resembling the way the men in the study perceived men in general to be. 
More important, the women in the study saw women in general as pos- 
sessing many of the characteristics held by successful middle managers in 
general. They saw women as more likely to hold some traits necessary for 
success, and men as more likely to hold others. It appears that female 
middle, managers no longer sex-type the job of manager. Unlike her male 
counterpart, today’s female manager would be expected to treat men and 
women equally in selection, promotion, and placement decisions. 

Although the results for women are encouraging for women aspiring to 
be managers, the results for men are somewhat disquieting. That male man- 
agers have not changed their attitudes over the last 15 years is a message to 
corporate leaders and legislators as to the importance of maintaining affir- 
mative action pressures. The increase in the number of women in lower and 
middle, managerial positions can be attributed, in part, to the power of the 
law and the internal corporate changes designed to implement the law. Such 
structural changes have allowed women to advance in spite of stereotypical 
attitudes. Women’s significant progress might lead decision makers to con- 
sider reducing the emphasis on structural and legal efforts. The research 
shows, however, that although behaviors have changed, the underlying at- 
titudes of male managers have not, so it is imperative that these external and 
internal efforts be maintained. The original attitudes persist, at least among 
male managers. If the structural efforts were to be reduced, we might expe- 
rience a backsliding to more discriminatory practices. 

Moreover, the effect that stereotypical attitudes have when no major 
legal or'structural pressures exist can be seen in the scarceness of women in 
senior positions. Although in theory the law applies to all levels, in practice 
affirmative action efforts, such as active recruiting and training of women 
and numerical goal setting, focus on enhancing opportunities at entry and 
lower managerial levels. Affirmative action efforts rarely reach upper levels, 
and opportunities for subtle discrimination are far greater. The attitudes of 
male managers, the predominant decision makers at upper levels, have not 
changed, and those attitudes may well be negatively affecting women’s op- 
portunities to advance into positions of power and influence. Structural 
changes need to be made at this level as well. If not, affirmative action and 
fear of law suits will provide opportunities for women up to the middle 
ranks, but the strongly held attitude of “think manager—think male" among 
decision makers who are men will keep women confined to middle-level 
jobs. Given the strength and duration of stereotypical attitudes among male 
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managers, the results suggest that a focus on structural and perhaps legal 
changes is now needed to ensure equality of opportunity at senior manage- 
ment levels for qualified women. 
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traditional assumptions and answers such essential questions 


as “How do organizations function and structure themselves?” 
power relationships develop and their goals form?” 
and “By what processes do managers make important strategic decisions?” 


“How do their 


1989 0-02-921371-1 
$24.95 


With the same hard-hitting impact of his popular seminars for executives, M. on 


Management promises to have a major impact on managers and organizations in 


SOCIAL MARKETING 


Strategies for Changing 
Public Behavior | 
Philip Kotler, Northwestern University 
and Eduardo L. Roberto, Asian 
Institute of Management, Manila 
From such “pro” movements as literacy 
campaigns to “anti” programs to combat teenage 
pregnancy and AIDS, thousands of agencies 
around the world are working to change public 
behavior Here, for the first time, marketing 
experts Philip Kotler and Eduardo Roberto 
provide a comprehensive guide for planning 
- and implementi campaigns. Using 
real-world examples like the Kaiser Family 
Foundation’s “war on Anil fat” and AIDS 
See provide a systematic 
e for dndeisending social 

peni i identifying target groups, and 
communicating the right kind and mix of 
offers, facilities, information, and promotion 
to those markets. 

November 1989 0-02-918461-4 $29.95 


[Ep 


À Division of Macmillan, Inc. 


866 Third Ávenue, New York, New York 10022 


industries. 


REINVENTING 
THE FACTORY 
Productivity Breakthroughs 
in Manufacturing Today 
Roy L. Harmon and Leroy D. Peterson, 
Andersen Consulting, 
Arthur Andersen ex Co. 
The factory of the future is here. We have the 
technology and professional knowledge, say 
Harmon and Peterson, to implement so-called 
revolutionary concepts that many managers 
have regarded as futuristic. Foremost of 
these concepts are the focused factory the 
reorganization of existing plants into multiple, 
smaller "fatales within a factory"-and the 
plant-wide plan designed to improve the layout 
and flow of today's factory. Harmon and Peterson 
move beyond theory to document more than 
one hundred real-life applications of these and 
other vital means of productivity improvement 
gathered from Andersen Consulting's offices 
around the world. 

October 1989 0-02-913861-2 $35.00 


THE FREE PRESS "E Mestad 


call d oi fec 1500 323-7045 


between 9am—5:30pm Eastern Time. 
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| 
| 
| 
EI 


INTERNATIONAL 


TRADE CALLS FOR EFFECTIVE 
INTERNATIONAL MANAGEMENT | 


| THE FIRST STEP: 
NEW MANAGEMENT TEXTS FROM SOUTH-WESTERN 
Just released: 


GLOBAL BUSINESS STRATEGY: A Systems Approach 
AG. Kefalas, The University of Georgia 




























INTERNATIONAL TRADE AND INVESTMENT 
Sixth Edition 
Franklin R. Root, The Wharton School, University of Së 


THE CUL] ENVIRONMENT OF INTERNATIONAL BUSINESS 
Third Edition 

Vern Terpstra, The University of Michigan 

Kenneth David, Michigan State University 


Available now, part of South- PCIE 5 nine-book series 


GLOBAL HUMAN RESOURCES PERSPECTIVES 
Edited by Jagdish Sheth, University of Southern California, and Golpira Eshghi, 
Bentley College 


= -DBAL STRATEGIC MANAGEMENT PERSPECTIVES 


ted by Jagdish Sheth, University of Southern California, and Golpira Eshghi, 
ay College 


For more information on these and other management titles from South-Western, write to: 





- — COLLEGE DIVISION 
5101 Madison Road, Cincinnati, OH 45227 _ 
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MORE THAN ESSENTIALS... 


XPERIENCE 


1990 MANAGEMENT TEXTS 
FROM SOUTH-WESTERN 


ESSENTIALS OF MANAGEMENT 
Second Edition 
Andrew J. DuBrin, Rochester Institute of Technology 


BUSINESS IN TODAY’S WORLD 

James R. Lowry, Ball State University 

Bernard W. Weinrich, St. Louis Community College 
Richard D. Steade, Colorado State University 


STRATEGIC HUMAN RESOURCE MANAGEMENT 
John E. Butler, University of Washington 

Gerald R. Ferris, Texas A&M University 

Nancy K. Napier, Boise State University 


RESEARCH METHODS IN HUMAN RESOURCE MANAGEMENT 
Richard J. Klimoski, Ohio State University 
Neal W. Schmitt, Michigan State University 


PERSONNEL/HUMAN RESOURCES MANAGEMENT SKILLS MODULES 

M. Susan Taylor, University of Maryland 

J. Kline Harrison, Management Consultant, Washington, D.C. 

This group of exercises gives the users the opportunity to use P/HRM concepts and 
skills in different organizational settings. Instructors can choose any combination. of 
35 modules covering a variety of topics. Several exercises use audiovisual aids such 
as audio- and videocassettes as well as text to increase realism and hold 

users' interest. 


For more information on these and other management texts from South-Western, write to: 


SOUTHWESTERN 


COLLEGE DIVISION 





5101 Madison Road, Cincinnati, OH 45227 


-— 9 
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RATEGIES. 


FOR EFFECTIVE MANAGEMENT © 
FROM SOUTH-WESTERN 


| 
MANAGEMENT & ORGANIZATION 
Andrew J. DuBrin, Rochester Institute of Technology 
R. Duane Ireland and J. Clifton Williams, Baylor University 





STRATEGY: A Multi-Level, Integrative Approach hes 
William H. Newman, Columbia University DE 
James P. Logan, University of Arizona 
W. Harvey Hegarty, Indiana University 


| 
RESOURCES FOR STRATEGIC ANALYSIS l 
Dan Baugher and Andrew Varanelli, Jr., Pace University T 
Book and IBM diskettes with Decision Tools and Lotus® 1-2-3® Templates 
for use with STRATEGY: A Multi-Level, Integrative Approach 


ok ete Ser T en d 
ge ^ DH 


BUSINESS AND SOCIETY: 
Ethics and Stakeholder Management 
Archie B. Carroll, The University of Georgia 


BUSINESS AND SOCIETY: Perspectives on Ethics 
and Social Responsibility, Third Edition 

Robert D. , University of Arkansas 

Edmund R. Gray, Loyola Marymount University 

Paul H. Smith, Eastern Illinois University 


SUPERVISORY MANAGEMENT: The Art of Working 
With and Through People, Second Edition Po 
Donald C. Mosley, University of South Alabama SUME 
Leon C. Megginson, Mobile College Ze 

Paul H. Pietri; University of South Alabama 


For more indodnation on these and other management texts from South-Western, write to: 
i 


| SOUTH 


COLLEGE DIVISION 





5101 Madison Road, Cincinnati, OH 45227 
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QOM 


TEI FRO 
SOUTH-WESTER 


PRODUCTION AND OPERATIONS MANAGEMENT 
Donald W. Fogarty, Southern Illinois University 

Thomas R. Hoffmann, University of Minnesota 

Peter W. Stonebraker, DePaul University 


















= 





I 





The APICS/South-Western Series in Production 
and Operations Management 


CAPACITY MANAGEMENT 
John H. Blackstone, Jr., The University of Georgia 


SYNCHRONOUS MANUFACTURING: Principles for 
World-Class Excellence 

M. Michael Umble, Baylor University 

M.L. Srikanth, Spectrum Management Group, Inc. 
Forward written by Eliyahu Goldratt, Author of The Goal 


PROFITABLE PURCHASING 
Michael Harding, Just-in-Time Education and Training 


PRODUCTIVITY IMPROVEMENT AND 
CHANGE MANAGEMENT 

Robert R. Bell and John M. Burnham, 
Tennessee Technological University 


For more information on these and other management texts 
from South-Western, write to: 


SOUTH 


"COLLEGE DIVISION, 
5101 Madison Road, Cincinnati, OH 45227 
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FACULTY OF MANAGEMENT 


The Faculty of Management, McGill University, invites applications for the following positions: 1) A tenure-track Assistant 
Professor of International Finance; and 2) A Visiting Professor of International Business with teaching and research 
Interests in Internationa! Finance for a one or two year position, 

All positions are available beginning September 1, 1889. The Faculty of Management has over 60 full-time faculty 
members and offers B.Comm, MBA and Ph.D. degrees. Teaching responsibilities will be at both the graduate and 
undergraduate level. Salary will be commensurate with the. candidate's qualifications. 


Interested persons Should send curriculum vitae, a | thesis proposal or abstract, EE of working papers and/or 
publications, names and addresses of three references to: d 

i Professor Hamid Etemad 
Faculty of Management 
McGill University 
1001 Sherbrooke St. West 
Montreal, Quobec 
CANADA H3A 1G5 


In accordance with Canadlan Immigration requirements, priority will be given to Canadian citizens and permanent 
residents; however all qualified candidates are encouraged to apply. 


CONGRATULATIONS 


Robert I. Sutton and Anat Rafaeli 


Recipients of 
the 1988 Award for the Best Article in the 
Academy of Management Journal 


"Untangling the Relationship Between a 
Displayed Emotions and Organizational Sales: * 
The Case of Convenience Stores” 


"Volume 31, Number 3, 461—487 
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ESSENTIAL REFERENCES [@} 


WILEY 


From JOHN WILEY & SONS 





WILEY 





MANAGERIAL DECISIONS UNDER 


UNCERTAINTY 

An Introduction to the Analysis of 
Decision Making 

Bruce F. Baird, University of Utah 
0471-85891-9 1989 530 pages $44.95 


MANAGING TECHNOLOGY IN 

THE DECENTRALIZED FIRM 

Albert H. Rubensteiri, Northwestern 
University 

0471-61024-0 1989 476 pages $49.95 


KNOWLEDGE-BASED RISK: 
MANAGEMENT IN ENGINEERING 
A Case Study in Human-Computer 
Cooperative Systems 

Kiyoshi Niwa, Hitachi, Ltd. 


0471-62893-X 1989 132 pages $29.95 : 


PROFIT BY QUALITY 

The Essentials of Industrial Survival 
Peter W. Moir, IBM 

0470-21143-1 1988 119 pages $34.95 


PEOPLE AND COMPUTERS 

How to Evaluate your Company's 
New Technology 

Chris Clegg, Peter Warr, et al. 
0470-21207-1 1988 245 pages $49.95 


WOMEN MANAGERS 

Changing Organizational Cultures 
Gisele Asplund, GA Konsult AB 
0471-91292-1 1988 196 pages $34.95 


WILEY INTERSCIENCE 
John Wiley & Sons, Inc. 
605 Third Avenue 
New York, NY 10158 
Prices subject to change and 
higher in Canada. 


WILEY 


KNOWLEDGE BASED MANAGEMENT 
SUPPORT SYSTEMS 
Edited by Georgios I. Doukidis, Frank 


` Land, and Gordon Miller 


0470-21218-7 1989 356 pages $49.95 


SECURITY OF INFORMATION 

AND DATA 

Torgier Daler, Roar Gulbrandsen, 
Birger Melgárd and Terbjorn Sjelstad 
0470-21381-7 1989 133 pages $47.95 


ACCOUNTING REGULATION AND 
ELITE STRUCTURES 

Driving Forces In the Development 
of Accounting Policy 

Sten Jónsson : 

0471-91929-2 1988 253 pages $67.95 


MARKETING BY AGREEMENT 
A Cross-Cultural Approach to 
Business Negotiations 

Second Edition 


J. B. McCall and M. B. Warrington 
0471-92151-3 1989 326 pages $44.95. 


BEYOND NEGOTIATION 

John Carlisle and Robert Parker 
0471-92203-X 1989 188 pages $34.95 ` 
LOW-COST MARKETING RESEARCH ` 


A Guide for Small Businesses 
Second Edition 


Keith Gorton and Isobel Dosle 
0471-91971-3 1989 149 pages $39.95 


TO ORDER, CALL TOLL-FREE: 


In CANADA: 22 Worcester Road, 
Rexdale, Ont.., M9W 1L1 
Order code: 0-0058 


` 1-800-526-5368 
In New Jersey, call collect: (201) 342-6707 
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SOUTHERN MANAGEMENT ASSOCIATION 
1989 REGIONAL MEETING 


` The Southern division of the Academy of Management 
will hold its 1989 meeting on November 8—11 at the 
Hilton Hotel in New Orleans. For more information contact: 


Dan Cochran, (601) 325-3928 
Department of Management 
Drawer MG 
Mississippi State University 
- Mississippi State, Mississippi 39762 


Please send all address corrections to: i 


` ; ‘ 
Before. October 15, 1989— After October 15, 1989— 


; Walter B. Newsom Kenneth Cooper 
Secretary-Treasurer Academy of Management 
Academy of Management P.O. Box 39 


, P.O. Drawer KZ l 300 South Union St. 
Mississippi State, MS 39762 Ada, OH 45810 





